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Commissiener

Internal Revenue Service
Washington, DC 20224

Hon. Henry H. FowLer
Secretary of the Treasury
Washington, D.C. 20220

Dear Mr. Secretary:

I welcome the opportunity and the privilege of presenting to you the Annual Report of the
Internal Revenue Service for the fiscal year 1968.

The workload of the Service mirrors the burgeoning economy of our nation and so it is to be
expected that, in terms of volume, last year’s records have been surpassed in many areas. The
following are illustrative of the impact: Receipts rose to $153.6 billion, up $5.3 billion; refunds
totaled §11.4 billion, a $1.8 billion increase; returns filed reached 107.6 million, a gain of 2.2
million; revenue from delinquent returns totaled $293.1 million, $30.5 million higher; tax in-
creases from mathematical verification of returns were $266.8 million, up $59.2 million; and the
number of taxpayers assisted substantially increased.

‘The unprecedented build-up of the Service’s workload in recent years underscores the wisdom
of automating our returns processing operations. Yet the completion of a nationwide ADP net-
work last year did not make it possible to cope fully with the massive and evergrowing document
handling operations- confronting us. Consequently, we have had to explore ways and means to
further raise productivity in processing returns, mainly through intensifying our research effort.
Among other avenues of exploration, our search led to a direct data entry system which has been
successfully field tested. Designed to bypass traditional data transcription methods, the direct
data entry system holds great promise of achieving substantial savings in transcription time as
well as eliminating the need for punch cards. Tangible progress was also made in developing a
practical long-range plan for an automatic data processing system capable of satisfying require-
ments of the future. : 7

As it has throughout my term of office, taxpayer service continued to receive priority atten-
tion in 1968. Illustrative of noteworthy developments were: A new individual income tax return,
Form 1040X, which offers a simple means for taxpayers to amend their original income tax re-
turns and helps the Service expedite refunds on overpayment returns; a significant increase in
revenue rulings published—from 415 to 602—marking the second successive year that a sub-
stantial gain occurred; and issuance of refunds within a period of 3 to 5 weeks to nearly all of the
individuals who overpaid their taxes—the most successful refunding season in our history.

Much of the progress attained through improved tax administration during fiscal year 1968
is not quantifiable. This is particularly true in such activities as planning, protecting the integrity
of the Service, recruitment and training, facilities management services, and public relations. I
believe, however, that after reading the attached report, you will share with me a belief that the
accomplishments in 1968 attest to the efficiency, effectiveness, and fairness of the Service’s

“employees. : '

With kind regards, :
Sincerely,

SllL_SE .

SHELDON S. COHEN,
Commuissioner of Internal Revenue.
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Introduction

While the self-assessment basis of the American
income tax system always has linked the taxpayer
and the Internal Revenue Service inextricably to-
gether, the conversion of processing operations into
a nationwide computer network has created an even
closer relationship. Throughout the Commissioner’s
term of office, the Service has campaigned for
mutual taxpayer-Service understanding and support.
Never before in history have so many millions of
people, anywhere, on their own initiative, calculated
and paid taxes on such a scale and with such rela-
tively few expressions of discontent, opposition, or
difficulty.

How IRS and the Taxpayer Interrelate

The Service was able to convey some of its
philosophy of tax administration in a “Personal
Letter” to American taxpayers with the annual dis-
tribution of Form 1040 in December. Alongside
rights and obligations of taxpayers were listed some
of those of the Internal Revenue Service: Even-
handed, reasonable, and courteous treatment of
taxpayers; vigorous enforcement; and prompt ac-
tion on taxpayer problems.

The system rests on a reciprocity of obligations
and of assistance. With the help of taxpayers’ views,
whether gained individually or indirectly through
liaison groups, the Service has sought to better serve
the taxpayer and to make tax compliance as easy as
it can be, in the knowledge that taxpayers will, in
turn, cooperate fully in the joint endeavor of achiev-
ing fair, prompt, and economical tax administration.

Satisfying the Public’s Need-to-Know

In keeping with the President’s program of budg-
etary restraint, every means was sought to meet the
public’s increasing demand for tax information at

the least expense. The need to exercise ingenuity in

finding inexpensive means to accomplish program
objectives was stressed throughout the year, both
in National Office planning and in field office
operations. : '

Two examples of getting the job done effectively
and economically are the annual TV half-hour
presentation on how-to-file and a new 30-minute
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film on automatic data processing, intended for tax
practitioners—both items prepared at minimum cost
through the use of considerable footage previously
available. :

Tax information was provided to private firms
and commercial banks for use in customer service
booklets and commercial bank newspaper advertise-
ments, thereby reaching new and larger audiences
of taxpayers. Also, tens of millions of taxpayers were
served throughout the year, but especially during
the filing period, by articles and feature stories pro-
viding tax return guidance in books, magazines, and
newspapers (including question-and-answer col-
umns in more than half of all dailies).

Other devices used to get maximum information
coverage economically included district practitioner
newsletters; periodic meetings at the district, re-
gional, and National Office levels with legal and ac-
counting liaison groups; and exhibits at conventions
and fairs. Altogether, district offices published more
than 5,000 different public information documents.

In addition to the materials distributed at the
initiative of the Service, information was supplied in
response to more than 40,000 direct inquiries from
mass media and other sources.

Importance of Accuracy Emphasiied

Since the benefits of computer processing are lost
to the extent incorrect information is fed into the
machines, avoiding errors on tax returns is of critical
importance. Accordingly, _the error prevention
campaign was greatly expanded in 1968.

In addition to providing TV and radio informa-
tion about avoidable errors, the importance of ac-
curacy on returns was stressed in news releases,
magazine articles, question-and-answer columns,
and on some 50,000 mail truck posters. The basic
theme was that errors on returns inevitably delay
refunds. The secondary message was a warning that
the error frequency rate increases towards the close
of the filing period, hence early filing is advan-
tageous to taxpayers as well as to the Service,

"To gain and hold public attention throughout the
filing period, error rates were computed on a weekly
basis for the five principal types of individual and
business taxpayer errors: Use of wrong tax table,
faulty arithmetic, missing attachments (W-2’s and
schedules), omitted or incorrect social security num-
ber, and failure to sign. In the business area, the
most common errors were: Missing or incorrect busi-
ness code, omitted identification number, and mis-
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takes in arithmetic. By having these error rates
regularly available, district offices were able to select
for publicity the rates of greatest local concern and
potential improvement.

Public Attention Directed to Audit Issues

A new area of public information activity during
the past filing period included four critical audit
issues: Dependency exemptions, interest payments.
contributions, and medical expenses. On each sub-
ject information packages were prepared and
distributed to field offices for local release. By con-
centrating public attention on the areas of most
frequent taxpayer misunderstanding. and uncer-
tainty, the greatest numerical gain can be made in
acceptable returns; with improvement in the overall
quality of returns, the time of examiners is corre-
spondingly freed for the audit of more serious return
deficiencies. '

How the Public Can Help the Service Centers

Another public information program introduced
during the 1968 filing period revolved around six
points on which taxpayer cooperation is of direct
assistance to regional service centers in streamlining
operations. News releases suggested: (1) filing
returns in March (rather than April); (2) allowing
6 weeks for refund processing; (3) using of peel-off
address labels; (4) sending payments for separate
purposes on separate checks; (5) entering social
security numbers on checks; and (6) matching joint,
or separate, tax estimate returns with joint, or sepa-
rate, use of Form 1040 or 1040A.

Broadcast and Film Assistance Multiplied

The increasing reliance of the American people
on TV and radio as information sources was re-
flected in expanded Service use of these media. Nine
out of every ten TV stations and three out of every
four radio stations in the country made use of the
spots, slides, program inserts, and interview tapes
developed in Washington for nationwide use. These
dealt with the basics of how-to-file and changes in
the tax laws, as well as reminders about common re-
turn errors and misunderstandings. These shorter
presentations, intended for both network and in-
dividual station use, were supplemented by the an-
nual how-to-file feature, narrated this year by the
actor, E. G. Marshall.

District offices reported almost 4,000 locally origi-




nated TV and radio broadcasts and approximately
5,200 showings of Service films before civic groups
and at theaters and schools. A new TV program was
introduced this year following the filing period. Live
2-minute programs in color were made available to
‘provide information on three principal subjects of
taxpayer interest: reasons for refund delays, the
audit process, and household servant taxes.

Public Reading Rooms

The public reading rooms opened in the National
Office and in the seven regional offices in June 1967,
served more than 300 visitors, and provided more
than 3,000 page copies of official documents dur-
ing the fiscal year. For a list of reading rooms by
location, see page 74.

Year-Round Service to Taxpayers
Increases for Fourth
Consecutive Year

Year-round service to taxpayers who seek such
help. increased for the fourth consecutive year when
26.6 million taxpayers telephoned or visited Internal
Revenue Service offices. This was 300,000 (1 2 per-
cent) more than last year. Telephone inquiries con-
tinued to comprise the bulk of the total with 17 mil-
lion (64 percent) taxpayers serviced in this way.
While certainly sizeable, this nevertheless was a
fractional decline of 0.6 percent from the record
number of taxpayers who telephoned last year. On
the other hand, more than 9.6 million taxpayers,
almost 5 percent more than last year, visited Service
offices.

Taxpayer Service Representatives Spearheading
Public Service Activities

In 1968 the Service concluded a 3-year program
of selection and spec1a1 training of approximately
900 taxpayer service representatives for the spec1ﬁc
purpose of aiding and providing year-round service
to taxpayers in 493 Service office locations. As a
further aid, some 57 taxpayer service representatives
provided itinerant service at 141 office locations not
staffed with permanent taxpayer service personnel.
The use of these employees on certain publicized
days of the week has avoided the inconvenience pre-
viously experienced by taxpayers who visited or
called the office only to find all technical employees
out on official business. In addition, this service has

conserved the costly expenditure of technical time
utilized in providing such services.

Taxpayers served

Percent

Type . 1967 1968
» change

26,581, 624 12

17,000,993 -0.6
9,580,631 4.5

Total taxpayers served _.____________.__ 26, 267, 833

17, 095, 801
9,172,032

Teleph service.
Service to office visitors________.__.._..____

Early Detection of Taxpayer Problems and Up-to-
Date Information Aids Taxpayers

The taxpayer inquiry sampling program, begun
on January 1, 1967, continued to be used during
1968. This program serves as the primary device for
detecting nationwide taxpayer problems. Inquiries
are accumulated during taxpayers’ requests for in-
formation and subsequently reviewed by manage-
ment to determine the need for corrective actions.
The top 25 taxpayer inquiries are consolidated and
analyzed to determine areas requiring special clari-
fication. As a direct result of this program, the forms
package mailed annually. to individual taxpayers
now contains: Sales and gas tax tables; clarification
of mailing addresses; an indexing system oriented to
taxpayer interest; and more specific explanation of
high interest areas, Data from this program are also
translated into news releases; question-and-answer
columns for newspapers; training materials for per-
sonnel performing taxpayer service functions; new
public-use documents; and recommendations for
special publications.

It is vitally important that personnel who aid tax-
payers be up-to-date on current tax matters. Many
questions identified under the taxpayer inquiry
sampling program concern new tax legislation and
tax law changes. Information on these and other
Federal tax issues needed by Service personnel to
provide citizens with current tax information is an--
nounced in a special internal information system
entitled “TAXNEWS”. Through this rapid infor-
mation system, initiated in February 1967, person-
nel servicing taxpayers are informed of pertinent tax
issues within a one-to-two day period.

Steps Imtlated to Further Improve Taxpayer
Service

Recently, some significant steps were taken to in-
crease Service effectiveness. All procedural matters
affecting taxpayers who telephone or visit one of the
more than 800 office locations are being consolidated
into one Internal Revenue Manual chapter. This, in
turn, is providing a taxpayer inquiry referral system
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for processing taxpayer problems which could not
be resolved at the point of contact. This new pro-
cedure enables taxpayers to initiate immediate ac-
tion on their problem at any Service office regardless
of the location where they filed their return. As a
further part of this effort, clearance services pro-
vided departing aliens have also been included under
general taxpayer service program activities. This,
together with the reorganization of certain district
office operating units, will bring the supervisory as-
pects of the taxpayer service program under the
control of a single management activity.

Tax Returh Forms and Form Letters
Activity Continues High

The success of the self-assessment system rests
largely upon the quality of the tax return forms and
related instructions which provide the primary di-
rect line of communication between the Service and

the Nation’s taxpayers. Accordingly, the -Service
gave continued attention to forms improvement,

with the result that activity remained high. The
retroactive features of the Revenue and Expenditure
Control Act of 1968, which was passed in June,
also made it essential that many forms, instructions,
and information notices be placed in taxpayers’
hands within a short period of time.

The principal other developments which brought
about the need for new or revised forms were:

(1) Changes in the rules for making tax deposits,

(2) Changes in the social security laws,

(3) Changes which extended centralized filing,
and

(4) Changes in the law and rules relatmg to the
interest equalization tax.

On June 10, 1968, copies and details of the new
format of the 1968 Fiduciary Income Tax Return,
Form 1041, were released to the public. Various
schedules formerly included in the form will be is-
sued as separate documents. Meetings were held
with interested groups and organizations in and out
of government in the course of dcveloping the new

approach. This new arrangement is expected to ease "

the task of persons filing fiduciary returns.

In April 1968, the Internal Revenue Service in-
troduced a new amended individual income tax
return, Form 1040X. Taxpayers who find that a

mistake was made in the preparation of their tax

return are no longer required to file a completely
new return with repetitions of all items originally
submitted. The new method, usmg Form 1040X,
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requires only the changed items and minimal addi-
tional information to be shown. Use of the new
Form 1040X provides several advantages to tax-
payers. In addition to ease of form preparation,
streamlined processing procedures especially de-
signed for Form 1040X allow most additional
refunds to be promptly handled. .

In an effort to provide a simpler income tax re-
turn form for individuals, Form 1040Q, a question-
naire-type return, was developed and tested last
year. A study of the results of the test indicates that
too few persons would use this type return to justify
its adoption. However, efforts are continuing to de-
velop forms which will make the task of filing easier.

A complete list of forms developed and eliminated
appears on page 84.

Progress was made in the program for improving
the tone and quality of form letters. Many of these
letters now reflect changes recommended by a con-
sulting firm engaged last year to make a critical
review of a selected group of form letters.

Publications Guide Taxpayers
The Service published 80 booklets and pamphlets

- to provide self-help guidance for taxpayers. These

special publications explain in easily understood

‘language the technical provisions of the statute,

regulations, and official rulings. They enhance vol-
untary compliance with the tax laws by providing
detailed information that supplements the neces-
sarily brief instructions accompanying the various
tax return forms.

These publications range from the widely used
Your Federal Income Tax to the new Federal Tax
Guide for Survivors, Executors, and Administrators.
The first explains and illustrates the income tax
problems encountered by most individual taxpayers,
whereas the latter was prepared for more limited
use by those who deal with estate and income tax
problems of the estates of decedents.

Further information about these and other tax-
payer publications starts on page 82.

|nternal Revehue Bulletin Provides
Library of Significant Technical
Developments

“Since 1919 the Service has added to the field of
tax literature a 99-volume library that is in constant
use in its own offices—National Office and field—




as well as in the offices of accountants, lawyers, and
others across the land.

The Internal Revenue Bulletin is published
weekly in order to serve its function as the Commis-
sioner’s authoritative instrument for frequent and
regular communication of significant technical de-
velopments. Its contents are cumulated semian-
nually and published in bound volumes, known as
Cumulative Bulletins, to serve a continuing tax re-
search purpose.

Certain tax items (such as Public Laws and
related committee reports, Treasury Decisions,
Executive Orders, tax conventions, and court de-
cisions) are published in the Bulletin as a matter of

convenience for Service employees and others con-

cerned with tax matters, although these items are
available to some researchers through other sources.
In addition, the Bulletin is the authoritative instru-
ment of the Commissioner for announcing official
rulings and procedures of the Service and for mak-
ing other. announcements of general interest to tax-
payers, tax practitioners, and ‘Service personnel.

The publication of rulings is an important purpose °

of the Bulletin. Published rulings guide taxpayers
and tax practitioners in planning transactions as well
as in preparing tax returns. They also guide revenue
agents, conferees, and other Service personnel in de-
termining proper tax liabilities. Uniformity of appli-
cation of the often complex provisions of the tax
statutes is high among the goals of effective tax ad-
ministration. Availability of administrative inter-
pretation through timely publication of official rul-
ings enhances voluntary ‘compliance by taxpayers
and promotes uniform application by Service
employees. '
- Recognition of the importance of these published
rulings is reflected in the significant increase in the
number of Revenue Rulings published—602 in 1968
as compared with 415 in 1967 and 329 in 1966.
Some of these Revenue Rulings state the Service
position on very limited and specific tax questions,
such as which components of a coal transloading
facility qualify for the investment credit, a subject
covered by Revenue Ruling 68-297. The subject
matter is quite comprehensive in others, such as
Revenue Ruling 67-246 which provides guidelines
regarding the deductibility as charitable contribu-
tions of payments made in connection with various
types of fund-raising activities for charity.
Statements of internal practice and procedure that
affect taxpayers’ rights and duties are published in

the Bulletin as Revenue Procedures, Procedures of

continuing significance are periodically incorporated
into the Statement of Procedural Rules.
The 602 Revenue Rulings and 38 Revenue Pro-

. cedures published during 1968 in the various tax

areas are shown in the table below.
Revenue Rulings and Revenue Procedures published

Type L Number

Total._...__. 640
Administrative ) 33
Alcohol, tobacco, and firearms__._______ 18
Employment taxes e i 36
Estate and gift taxes_...___ 27
Excise taxes___.._____. - - 80
Exempt organizations 81
Income tax._. . 308
Pension trusts_ 55
Self-employment tax 2

During the year the Service continued the pro-
gram initiated last year for reviewing all ostensibly
outstanding pre-1953 published rulings. Many of
those older published rulings still represent the posi-
tion of the Service regarding interpretation of simi-
lar provisions of current law. Many others, however,
are not considered currently determinative for a
variety of reasons: The statutory provisions may
have been repealed or significantly revised; the reg-
ulations may have been changed; or the factual
situations may not have been sufficiently described
to permit clear application of the current statute
and regulations. The review serves two purposes.
First, those identified as not being currently deter-
minative (more than 4,100) have been listed as “ob-
solete” in the Bulletin. Second, the Service will .
republish"as Revenue Rulings under the current
statute and regulations those conclusions identified
as having applicability to future transactions. This

-republication will automatically result in the inclu-

sion of these official Service interpretations in the
finding lists and topical digests of the Index-Digest
Supplement, a research aid covering all matters pub-
lished in the Cumulative Bulletins since the begin-
ning of 1953,

'The Index-Digest Supplement has been published
in bound volumes, each covering a four-year period,
that are available for purchase by the public from
the Superintendent of Documents. During the year
a looseleaf Index-Digest Quarterly System, which
previously had provided research assistance on a
current basis for Service personnel only, was made
available to the public on a subscription basis.

During the year 75 announcements of general in-
terest were published in the Bulletin. Twelve listed
the names of organizations, contributions to which
are no longer deductible under section 170 of the
Code; nine listed disaster areas in which losses qual-
ify for the special tax treatment under section

INFORMING AND ASSISTING TAXPAYERS 7



165(h) of the Code; and one announced a tax

agreement with the State of Alaska.

Alcohol and Tobacco Industries Notified of
Technical Changes '

Annually the Service issues industry circulars to
aid the alcohol and tobacco industries in keeping
currently apprised of the requirements of internal
revenue laws and regulations. The Service, in turn,
receives the benefit of industry thinking in various
operational and procedural areas; thus, voluntary
compliance with laws and regulations is promoted.

Twenty-seven such circulars were issued during
the year. Of these, seven announced the substance
of Revenue Rulings and Revenue Procedures;
twelve discussed proposed or actual regulatory
changes; two discussed internal controls by proprie-
tors of tobacco export warehouses to prevent the
diversion of tax-exempt cigarettes; one announced
the third and final hearing on proposed amendments
to regulations relating to the labeling and advertising
of distilled spirits; and the remaining circulars cov-
ered such subjects as the revision of forms, the use of
beer adjuncts, malt beverage labeling, and legisla-
tion recently enacted.

Letter Rulings and Technical Advice
Memoranda Respond to Inquiries

Individuals and organizations seek letter rulings
from the National Office regarding their status for
Federal tax purposes and the tax effect of their trans-
actions. District directors also request technical ad-
vice from the National Office in connection with the
examination of returns or claims for refund or credit.

During the year 26,585 requests for letter rulings
and 3,222 requests for technical advice were proc-
essed. They related to the tax categories and subject
matter shown in the table below.

Requests for tax rulings and technicél advice processed

" Subject Total | Taxpayers' Field
requests requests

Total. i 29, 807 26, 585 3,222
“Accounting methods. . __._____._________ 2,686 2,686 | _oooooo-
Accounting periods_._ ... . ... ... 9 822 9,822 { ...
Actuarial matters..._____. - 80 36 a4
Administrative provisions. . 06 69 37
Alcohol and tobacco taxes_. 5,626 4,164 1,462
Earnings and profits_._._______.____. _ 614 614 | ... .
Employment and self-employment taxes......... 384 339 45
Engineering guestions (depreciation, etc.)..._. 245 140 105
Estate and gift taxes.._ ... _________.___ 560 425 135
Exempt organizations__._.__......... | 2,767 2,489 278
Other excise taxes________ - 460 340 120
Other income tax matters_.______ ceemmmeoao| 5,494 4,973 521
Pension trusts. ... _..oo_._. 963 483 475
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Significant In'crease in Determination
Letters Issued on Pension Plans and
Tax Exempt Organizations

District directors issue determination letters to
employers on the tax qualification of pension, profit-
sharing, stock -bonus, annuity and bond purchase
plans, and on the status for exemption from tax of

“related trusts and custodial accounts. Such letters are

based on published principles and precedents which
are applied to the facts in the cases considered.

During fiscal year 1968, 21,951 plans (exclusive of
self-employed individual plans) covering 1,352,331
employees were held qualified. The number of
plans approved during the fiscal year shows a signifi-
cant increase over prior years. Data as to this activity
appear in the table that follows.

Determination letters issued on employee benefit plans

B Profit- Pension or Stock
ltem sharing annuity bonus
. “plans plans plans
Determlnatlon letters issued with respect to—
1. Initial (Bjallfcatlon of plans: X
lans approved..___ .. __.._._ 9, 861 12,072 18
Participating employees._ . 301,611 | 1,028,558 22,162
b. Plans disapproved__._....._. 114 153 | ool
2. Termination.of plans_.___._.__...._. 781 - 646 3
Cases closed without issuance of determina-
tion letter. ..ol 8n 1,223 9

In addition to the foregoing, 66,509 plans that
include self-employed individuals were held quali-
fied. Among the 105,419 participants in these plans
were 74,753 self-employed individuals. The num-
ber of approved plans was more than four times the
number approved in the immediately preceeding
year and was almost double the number approved
in all prior years. (Detcrmmatlons have been issued
on self-employed plans since ]anuary 1,1964). The
details for fiscal year 1968 appear in the table that
follows.

Determination letters issued -on benefit plans for self-
employed persons

Profit- Pension Bond
Item sharing plans purchase
plans plans
Determmatlons issued with respect to—
In|t|al ualification of plans: :
fans approved._._____._.___ 29,721 36,238 550
Number of participants. ... 49, 533 55, 202 684
- b. Plans disapproved_........ 73 122 5
2. Termination of plans_...._....... 26 30 2
Cases closed without issuance of determi-
nation letter__ . oo ..o 645 1,159 30

District directors also issued 15,575 determina-
tion letters to organizations seeking exemption from
Federal income tax under provisions of the Internal




— — il

-

Revenue Code that authorize exempt status for
qualifying nonprofit organizations, including those
engaged in charitable, religious, and educational
activities. Of this total, 14,640 were letters of ap-
proval and 935 of disapproval. In addition, 2,429
were closed without the issuance of a determination
letter.

Exempt Orgamzatlon Master File
Revamped

The Service established an Exempt Organization
Master File System in fiscal year 1965 to cope with
a persistent rise in the number of organizations and
pension trusts seeking tax exemption. The objectives
are to use computers to generate mailing labels for
returns; retrieve and provide information quickly
by type, size and other significant characteristics of
all tax exempt organizations; create a capacity for
determining compliance with the filing requirements
of the law; establish a more effective system for
processing returns; and assist in selecting exempt
organization returns for examination.

In fiscal year 1968 the system was upgraded by

‘redefining systems objectives and redesigning many

elements of the system.

The revised system will have the effect of leveling
off most of the Exempt Organization Master File
workload for the year, freeing returns for earlier
audit action, and paving the way to undertake prac-
tical delinquency operations.

- During fiscal year 1968 the number of individ-
ual organizations on the master file increased from
309,000 to 358,000 and pension trusts rose from
89,000 to 106,000.

Regulations Provide Interpretation
of Internal Revenue Code

Regulations interpreting the tax laws, authorized
by the Internal Revenue Code, provide written

320-033 O - 69 ~ 2

. guidelines for the application of Code provisions by

Service personnel and the public in general.

Proposed tax regulations are normally issued
through the publication of the complete text in a
notice of proposed rulemaking in the Federal Reg-
ister. By this means, it is intended to give due pub-
licity of the action proposed. Persons interested in
the proposed text of the regulations are given an
opportunity to comment in writing and orally at a
public hearing, After consideration of comments
and recommendations, accepted changes are made
in the proposed text and a Treasury Decision con-
taining the final regulations is prepared, signed by
the Commissioner, approved by the Secretary of the
Treasury or his delegate and published in the Fed-
eral Register. These regulations have the force and
effect of law.

Occasionally it is necessary or appropriate to omit
publication of a notice of proposed rulemaking.
Under certain conditions taxpayers may be required
to make important decisions under a new law soon
after its enactment. In such cases temporary regula-
tions are published without prior notice, followed
by permanent regulations issued in the usual man-
ner. In some cases it is permissible for regulations to
be published without a notice of proposed rulemak-
ing where a notice would be unnecessary or imprac-
tical or where the needs of the public are better
served without such notice.

Twenty-eight final regulations, three temporary
regulations, and twenty-two notices of proposed
rulemaking, relating to matters other than alcohol
and tobacco taxes, were published in the Federal
Register during the year. Five public hearings at-
tended by slightly over 400 persons were held on
proposed regulations.

Six Treasury Decisions were issued relating to the
administration of alcohol and tobacco regulations.

INFORMING AND ASSISTING TAXPAYERS 9
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Tax Collections Hit New Peak

"This is the first year that revenue collections have
exceeded $150 billion. It is also the year which wit-
nessed, in April 1968, the largest sum of taxes
(almost $21 billion) ever collected in any one calen-
dar month including the record monthly receipts of
$7.6 billion of individual income taxes (other than
withheld). . ' »

Another significant fact this year was the unusu-
ally sharp rise in individual income tax payments,
particularly that portion deducted from wages and

Individual Income Tax Collections

Rose Sharply While Corporation
-
BILLIONS :

Collections Declined
TOTALS

78.1
1968 153.6
1967 148.4

CHANGE  4-3.5%

Excise taxes

Corporation - - Individual =~ Employment  Estate and
income income taxes gift taxes
taxes taxes
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: % Change from 1967
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paid by employers. Final figures show total individ-
ual payments (withheld and other) of $78.1 billion,
an increase of $8.8 billion or 12.6 percent over fiscal
year 1967. ‘

As a result of this spectacular rise in the amount of .

taxes collected on individual wages and other in-
come, the Service is able to report a continuation in
the growth of total national revenue. Gross receipts
were $153.6 billion, up $5.3 billion or 3.5 percent
over the previous year.

Gross internal revenue collections
[In thousands of dollars. For details see table 3, p. 106]

Corporation Income Tax Payments Decline

- Another important development of the year was
the decline in corporation income tax payments. The
$29.9 billion collected was $5.0 billion or 14.4 per-
cent less than last year. Since there were no rate
changes affecting payments due during the year, the
change in corporate income taxes was no doubt
brought about by economic conditions. _

Gross collections by class of tax for 1967 and 1968
are shown in the following table:

Percent Increase or decrease
Source of 1968 1967 1968
collections .
. Amount Percent
Grand total t____ 100.0 | 148,374,815 | 153,638, 03# 5,262, 023 3.5
Income taxes, total 70.3 | 104,288,420 | . 108,021,345 3,732,925 3.6
Corporation. 19.5 34,917,825 29,896,520 | —5,021, 305 —14.4
Individual, total_._ . 50.9 69,370,595 | - 78,124,825 8,754,230 12,6
Withheld by employers 2 37.2 50, 520, 874 57,214,313 6,693, 499 13.2
Other2._ 13.6 18,849,721 20,910,452 2,060,731 10.9
Employment taxes, total_ 18.4 26,958, 241 28,213,118 1,254,877 4.7
Old-age and disability insurance, total 17.4 25,562, 638 26,747,868 1,185,230 4,6
ederal insurance contributions. 16.4 , 786, 660 25,162,969 1,376,309 5.8
Seif-employment insurance contributions. _ 1.0 1,775,978 1,584,899 -191, 079 -10.8
ployment insurance -0.4 602, 745 606,802 4,057 | 0.7
Railroad retirement.. . 0.6 792, 858 858,448 65, 590 8.3
Estate and gift taxes._... 2.0 3,014, 406 3,081,978 67,573 2.2
Excise taxes, total 9.3 14,113,748 14,320,396 206,648 1.5
Alcohot 2.8 4,075,723 4,287,184 | . 211,461 8.2
Tobacco.. ... 1.4 2,079, 869 2,121,769 41,900 2.0
Other. 5.1 7,958, 156 1,911,443 —46,713 ~0.6

1 Collections are adjusted to exclude amounts transferred to the Government of
Guam. For details see table 1, p. 98 and footnote 5, p. 108.

? Estimated.—Collections of individual income tax withheld are not reported sepa-
rately from old-age and- disability insurance taxes on. wages and salaries. Similarly,
collections of individual income tax not withheld are not reported separately from old-
age and disability insurance taxes on self-employment income. The-amount of old-age

Effect of New Tax Law Not Reflected in This Year’s
Receipts :

The Revenue and Expenditure Control Act of
1968, approved June 28, 1968, was enacted too late
in the year to have an effect on tax revenues for the
twelve months ended June 30, 1968. The retroac-
tive application of the Act, increasing the tax rate
by a 10 percent surcharge on corporate income tax
from January 1, 1968, and on individual income tax
from April 1, 1968, will be reflected in fiscal year
1969 collections. Other factors which may be ex-
pected to have an upward influence on future cor-
poration income tax payments are the provisions of
the new law for a gradual reduction of the $100,000
exclusion formerly applicable to estimated tax and
for a change from 70 percent to 80 percent in the
determination of a possible underpayment penalty.
These changes in the law should play an important
part in future revenue trends.

and disability insurance tax collections shown is based on estimates made by the
Secretary of the Treasury pursuant to the provisions of sec. 201(a) of the Social Security
Act as.amended, and includes all old-age and disability insurance taxes. The estimates
shown for the 2 classes of individual income taxes were derived by subtracting the
old-age and disability insurance tax estimates from the combined totals reported.

Excise Collections Rise

Excise tax revenue in 1968 continued the rising
trend of last year, but the gain over 1967 ($0.2 bil-
lion) was much less than the 1967 increase.over
1966 ($0.7 billion). The Revenue and Expenditure
Control Act of 1968 extended the 7 percent excise
on passenger automobile chassis, and the 10 percent
tax on telephone services. Both rates are scheduled to
drop to 5 percent on January 1, 1970, then decrease
gradually until repeal effective January 1; 1973. The
automobile tax, formerly 10 percent, was reduced to
7 percent under the Excise Tax Reduction Act of
1965, effective June 22, 1965 (refunds were payable
to purchasers after May 14, 1965). This tax then’
was reduced under the same Act to 6 percent on
January 1, 1966, and subsequently was restored to
the 7 percent rate (March 16, 1966) by the Tax
Adjustment Act of 1966 and continued at that level
by the Revenue and Expenditure Control Act of

COLLECTIONS, REFUNDS, AND RETURNS FILED 11



1968. These changes help to explain the recent
decline in this source of revenue.

Higher Employment Tax Rates and Broadened"
Base Bring More Revenue '

Employment taxes paid in the past year under
the Federal Insurance Contributions Act (FICA)
increased substantially. One cause was the rate in-

creases effective January 1, 1967, which raised the

FICA tax rate from 4.2 percent to 4.4 percent on
wages, assessed against employer and employee alike.
A second elevating influence was the increase on
January 1, 1968, in the amount of wages or income
on which taxes are paid, from the former minimum
of $6,600 to the new level of $7,800.

The $1.4 billion increase in FICA tax collections
represents a 5.8 percent gain over the prior year.

Railroad retirement tax rates increased from 7.95
percent to 8.65 (payable equally by employer and
employee) effective January 1, 1967, and to 8.9 per-
cent effective January 1, 1968. The changes,

together with the first full fiscal year of railroad

retirement supplemental tax collections, brought
about an increase in revenue of approximately $66
million (8.3 percent) for the year.

Federal unemployment tax collections, unchanged
in rate, remained relatively stable in amount paid
during the past year. In prior years, additional col-
lections accrued from the reduction of credits al-
lowed for employers’ payments to various States.

This yeéar, however, all affected States made thek

required payments.

New Deposit System Coverage Expanded

The Federal tax deposit system, providing for
payment of taxes directly to designated banks, was
established to accelerate the deposit of taxes to the
credit of the Treasurer of the United States. This
system, which provides greater coverage than the
depositary receipt system which it replaced, was
initially used last year by corporations in payment of
estimated tax liabilities for tax years ended Decem-
ber 31, 1967, or later. Effective January 1, 1968,
the system was extended to the payment of with-
holding and FICA taxes by employers and with-
holding agents, certain excise taxes, rajlroad
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retirement tax, regular corporation income tax, and
tax on business income of exempt corporations.

Filing Requirements Streamlined for Corporation
Estimated Tax

In addition to the use of Federal tax deposits,
corporation income tax regulations were further
streamlined. The requirement to file Form 1120ES,
Declaration of Estimated Income, was eliminated. A
worksheet, Form 1120W, is now provided to cor-
porations for computing their periodic estimated tax
payments. This worksheet was developed to assist
taxpayers in computing their taxes and is not re-
quired to be filed. The deposit system, coordinated
with the Service’s master file processing, provides
for an automatic validation of credits claimed on
tax returns. '

Interest Equalization Tax Extended

Public Law 90-59, approved July 31, 1967, ex-
tended for 2 years the tax on foreign"investments.
The new law established new rates and stricter rules
governing validation certificates. In fiscal year 1968,
the total revenue reported from this tax was $98.1
million as compared to $19.9 million in 1967.

Interest/ Principal Ratio Reduced
on Refunds |

The number of refunds of all classes of tax totaled
51.9 million in 1968, a 5.9 percent increase over the
prior year. These refunds covered tax overpayments
of $11.3 billion to which was added interest of $121
million. This represents a rise of $1.8 billion in
principal (18.8 percent) and $0.2 million in interest
(0.2 percent). Despite this increase, the Service was
able to reduce the interest paid as a percent of
principal amount refunded. The ratio of interest to
principal in 1968 was 1.07 percent as compared to
1.27 percent in 1967.

The following table shows the rise in number and
amount of individual and corporation income over-
payments which account for the overall upward
trend. Excise tax cases declined in both number-and
amount. The greatest reduction in interest was made

-in the area of excise taxes. The decline in interest

here was $7.8 million (90 percent).

e g




Internal revenue refunds including interest

[For refunds by region and district, see table 5, p. 110]

Amount refunded Amount of interest included
Number . (principal and interest- (thousand dollars)
Type of tax thousand dollars)
1967 1968 1867 1968 1967 1968
Total refunds of internal revenue t2.___________ . _________________. 49, 004, 545 51,899,098 9, 630, 864 11,426,616 120,370 120,552
Corporation income taxes____._._____________...___ ... 130, 263 149,695 1,019, 829 1,313,389 73,360 81,543
Individifal income and employment taxes, total 2___________________ feeeooeo| 48,783,009 §1,706,086 8, 166, 952 9,829,887 33,819 34,304
Excessive prepayment income tax 2 47,719, 580 51,039,242 7,593, 008 9,315,085 12,949 16,337
Other income tax and Federal Insur: 1,029,913 632,642 , 286 508,502 20,580 17,114
Railroad retirement_. .. e 359 413 168 521 3 13
Unemployment insuranc 33,247 33,789 6,490 5,780 288 240
7,475 1,677 37,913 33,888 4,216 3,692
735 817 2,660 1,228 264 141
82,973 34,823 403,510 242,223 8,711 872
8,728 8,473 95,771 98,632 9 9
437 281 3,075 1,439 ™ ®
7,157 5,132 287,337 125,682 8,241 F1x]
na. 421 159,179
na. 1,275 12,519
7,157 3,430 115,639
All other excise taxes® ____ el 66, 651 20,937 17,328 16,470 461 590 .

n.a. Not available. :

1 Figures have not been reduced to reflect reimbursements from the Federal Old-Age
and Survivors, Federal Disability, and Federal Hospital Insurance Trust Funds amounting
to $262,715,000 in 1968 and $282,156,250 in 1967; from the Highway Trust Fund
amounting to $114,387,000 in 1968 and $211,507,037 in 1967 ; and from the Unemploy-
ment Trust Fund amounting to $5,829,000 in 1968 and $5,971,809 in 1967.

2 Net of 165,809 undeliverable checks totaling $24,137,000 in 1968 and 92,703 unde-
liverable checks totaling $9,274,000 in 1967.

Returns Filed Increase

A total of 107.6 million returns of all types were
filed in 1968, an increase of 2.2 million from last
year. The 72.7 million Forms 1040 and 1040A ac-
counted for 68 percent of the total, while the 22.3
million employment returns accounted for 21 per-
cent. Together, these returns numbered 95 mil-
lion and represented 88 percent of all returns filed,
compared with 93 million and 88 percent last year.

The largest increase for any single type return filed
was for Form 1040, which increased to 54.1 mil-
lion—2.1 million more than last year. Conversely,
Forms 1040A decreased 0.5 million from the 19.1
million filed in 1967. Employment returns increased
0.3 million returns.

The following table presents data on returns filed
by type of return for 1967 and 1968:

Type 6f return 1967 1968
105,433 | 107,645
81, 502 83,508
72,224 13,839
71,080 72,879
52, 000 54,062
19, 080 18,617
All other individual and fiduciary__..________._____. 1,144 1,159
Declarations of estimated tax, total____________..______ 6,233 6,450
Individual._.____.___.____ e emccmcmeiies 6,202 . 6,417
Corporation. ... . ... i Lo .o ___lo._. 31 33
Partnerships 956 1,002
i 1,526 1,623
562 595
Employment tax, total____________________ . . _______.__. 22,039 22,323
Employers’ Form 941 ___________ . ____._____._______. 15, 464 15,556
Employers’ Form 942 (household employees)___ _ 4,387 .
Employers’ Form 943 (agricultural employees) 580
Railroad retirement, Forms CT-1, CT-2._________ 20 23
Unemployment insurance, Form 940-..._.. ............. 1,588 1,708
Estate tax. 113 18 -
Gift tax 137 139
Excise tax, tot 1,642 1,557
Occupationa 981 948
Form 720 (retaile 35 310
leohol.._. . ... . .. 22 21
Tobacco. ... 7 [
Hiﬁhway use tax 223 220
ther. .. 54 52
COLLECTIONS, REFUNDS, AND RETURNS FILED 13

8 Includes refunds “‘not otherwise classified."”

4 Includes drawbacks and stamps redemptions.
8 Includes lubricating oi! used for non-highway purposes.
8 tncludes narcotics, sitver, wagering (excise and stamps), capital stock, and other

excise tax refunds.
7 Excludes gasoline tax refunds.
8 Includes excess.FICA credits.
*Less than $500.

‘Number of returns filed, by principal type of return

[Figures:in thousands. For details, see table 6, p. 111)
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Returns Filed Continued to
Rise Except in Excise Area
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Data Processmg

Introduction

Over the past several years the Annual Reports of
the Commissioner of Internal Revenue have in-
cluded much information concerning the progress
being made in installing the Service’s automatic data
processing system. These previous reports, for the
most part, reflected the fact that the system was
being installed on a gradual basis. Although certain
ilnplemcntation steps even yet remain to be accom-
Pubhcd, it is fair to say t that the I‘i’iajO‘f aspects’ of the
program were brought to fruition durmg the past
year.

Hundreds of millions of transactions mvolved in
receiving and accounting for the record $153.6 bil-
lion in tax collections in 1968 were processed
through the master file system. Most taxpayers re- -
ceived their refunds within a period of 3 to 5 weeks,
marking the most successful refunding season in his-
tory. Forward strides were also made in the program
for having taxpayers file their returns dlrcctly with
internal revenue service centers.

As of June 30, 1968, the master file maintained
on magnetic tape at the National Computer Ccnterw
in Martinsburg, W. Va., contained almost seven
million' business accounts and 81 million accounts
for ‘individual taxpayers. ' '

A far-reaching change in the procedures for ac-
celerating the flow of tax money through the bank-
ing system was introduced. This new Federal tax
deposit system, developed in coordination with the
fiscal services of the Treasury Department, replaced
the depositary receipt procedure that had been in
effect for almost 20 years. The new system not only-
speeds up the avallablllty of tax money to the Gov-
ernment, but it promises substantial benefits to the
Internal Revenue Service by ultimately eliminating
the flow of millions of checks and remittances
through the deposit functions of the service centers
and district ofﬁces o :

15
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The problems encountered in the early stages of
implementation of the new depositing system were
greater than expected. However, steps were taken to
overcome most of the major problems, and other
remedial measures will be applied as necessary until
the new system is working smoothly.

The master file system, which made the new de-
positing procedures possible, is attaining one of its
primary goals. The feature of the system under
which all tax transactions of each taxpayer are re-
corded in one place is providing a truly effective in-
formation base from which to administer the tax
laws and to assure fair and impartial treatment of all
taxpayers.

Direct Filing Requirements Extended

The phase-in of the program under which tax-
payers file their individual income. tax returns
(Forms 1040 and 1040A) directly with the service
centers continued in 1968 and will be completed
with returns filed in 1970. In the Southeast Region,
beginning in January, 1968, all individual income
tax returns, whether refund, fully paid, or disclosing
a balance due, were filed directly with the service
center. In the other six regions all taxpayers request-
ing refunds were asked to file their returns directly
with the centers. From January through May, coun-
trywide, approximately 86 percent of the refundable
returns were filed directly with the centers, compared
with 83 percent last year.

Direct filing of certain quarterly business returns
(Forms 941, 720, CT-1, and CT-2) now applies to
five regions (Southeast, Mid-Atlantic, Central,
Southwest, and Western). The two remaining
regions, North-Atlantic and Midwest, will complete
the program when these returns for the first quarter,
due April 30, 1969, will be filed directly with the
center. Direct service center filing of the selected
annual business returns (Forms 940 and 1120)
began in the Southeast Region in 1968 and will be
in effect in all regions by 1970.

Form Letter Improvement Project

Many of the forms, form letters, and notices pro-
duced as computer outputs were adaptations of
earlier forms. It became apparent, however, that
these computer adaptations were neither as informa-
tive nor as responsive as taxpayers have a right to
expect from the Service. To effect needed improve-
ments, the Service selected approximately 300 of its
most used public communications and a prominent
communications consulting firm was engaged to
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make them concise, clearly understandable, and

genuinely communicative. The new forms and no-
tices are being utilized as the revisions are made—
already nearly one-half of the selected group are in
public use.

In addition to improving the selected forms and
notices, the techniques and concepts of the con-
sultant have been incorporated into the Service’s
training programs to insure continuing improvement
in all forms developed or revised in the future.

Stress Placed on Improving
Computer Input and Output

Direct Data Entry System Installed

After successful conclusion of a pilot test, the
Service began the installation of its first operational
direct data entry system in the Southwest Service
Center this year. Installations in three more centers
are planned for 1969, and in the remaining three
service centers in 1970.

This new system provides for keyboard entry of
transcribed data from original tax returns and other
documents directly into a process control computer
without the use of punched cards. The computer
performs certain arithmetic and validity checks,
signals the operator and identifies any error detected
so it can be corrected immediately, The operator also
can see on a video tube the data that she entered
into the system through the keyboard. This reduces
substantially keypunch verification and subsequent
error resolution required under the punched card
system, The verified data are written by the com-
puter directly onto magnetic tape for input to the
ADP master file. '

Upon installation of these direct data entry sys-
tems in all seven service centers, the punching and
processing of some 400 million cards a year will be
eliminated. Reduction in key verification and error
resolution requirements should produce savings of
several million dollars a year.

More Payers Subihit Information Documents on
Magnetic Tape

Magnetic tape, in lieu of paper documents, may
be used by payers for reporting wage, interest, divi-
dends, and certain other payments to individual and
corporate taxpayers. This option enables business
and government to capitalize on the capabilities of
electronic computers to achieve substantial savings.



Increasing numbers of businesses are using mag-
netic tape for reporting information to the Service.
This year 1,050 businesses submitted about 34 mil-
lion documents on tape as compared with 590 con-
cerns and 25 million documents last year. In 1968,
payers furnished a total of 343 million information
documents, either in the form of paper documents
or by means of tape. Those on tape represented
about 10 percent of the total. '

- These tape reports were used along with other
information reports as part of the continuous efforts
the Service is making to optimize this phase of the
system. Preliminary results of this test show that over
17,000 delinquent returns were secured indicating
a balance of tax due, plus penalty and interest, of
$3.5 million, and overpayments of $1.0 million, for
anet yield of $2.5 million.

Undeliverable Refund Checks Are Remailed

Refund checks are often undeliverable because
taxpayers have not notified the Post Office or the
Internal Revenue Service of change of address.
These checks are returned to the Service. Before
redepositing the checks service centers search their
records for later address information. If a corrected
address cannot be located the amount of the refund
is held in the master file for later credit. This proce-
dure permits the earlier detection of errors. Cor-
rected checks are remailed. This year 248,000 re-
fund checks were returned to the Service by the Post
Office Department. Of these, 135,000 or 54 percent,
were remailed to the taxpayers.

Service Deducts Unpaid Liabilities Before Issuing
Refund

Before an overpayment of tax is authorized for
refund, the Service checks the taxpayer’s master file
account for unpaid liabilities. If any are found, the
amount is deducted (offset) from the overpayment
and applied to the taxpayer’s outstanding balance.
The remainder is refunded. A further function of the
offset procedure, introduced in 1967 on a nation-
wide basis, is the application of overpayment of tax
to non-master file accounts in delinquent status.

This year, about $175 million of overpayments
of tax were offset to unpaid liabilities in taxpayers’
accounts. This offset capability has permitted the
Service to collect many small balances which could
not have been collected through other enforcement
procedures without excessive cost.

ADP Processing Continues To Bring
Good Results '

Requests for Duplicate Refunds Are Detected

Taxpayers, most of them with honest intent, some-
times file more than one income tax return. The
duplicate returns are filed for various reasons, many
times mistakenly for each statement of withholding

tax received from employers. Only a few reflect at- . -

tempts to defraud the government. However, the
computer automatically rejects returns filed subse-
quent to the original and identifies them for investi-
gation prior to making a refund if an overpayment
is involved, thereby avoiding the cost which would
be involved in recovering an erroneous refund. This
year, duplicate refund requests in the amount of $5.5
million were detected and investigated prior to
refund action.

ADP Verifies Taxpayer Arithmetic and Estimated
Tax Payments

* Mathematical verification of returns filed by tax-
payers is fundamental in computer processing. This
includes the wverification not only of the mathe-
matical accuracy of taxpayers’ computations, but
also of the estimated tax credits claimed by individ-
uals on their returns.

In 1968, about 6.7 percent of taxpayers who filed
on Forms 1040 and 1040A erred in the preparation
of their returns, Besides such common mistakes as
errors in addition and subtraction, taxpayers failed
to use the proper tax tables or tax schedules to deter-
mine their tax liabilities; or they failed to verify com-
putations and the transfer of entries from associated
schedules to the basic return. The ADP system
detects discrepancies in the taxpayers’ returns, makes
the necessary corrections, and adjusts liabilities ac-
cordingly. This year an increase in liability was made
for 4 percent of the taxpayers who filed on Form
1040 or 1040A, while a decrease in liability was
made for 2.7 percent of these taxpayers.

Estimated tax payments claimed by taxpayers on
Form 1040 are verified against the amount of pre-
payments posted to their accounts on the master file.
Experience has shown that about 13 percent of the
individuals who file declarations of estimated tax
make an error in the amount of prepayments they
later claim on their final tax return. However, the
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discrepancies are detected and proper adjustments
are made. ' ¥
 Overall, the above verification processes resulted
- in adjusting liabilities upward in the amount of
$410.5 million, and adjusting others. downward by
$183.1 million, for a net yield from both processes of -
$227.4 million, In addition, penalties totaling $18
million were assessed for failure to make sufficient
estimated tax payments. '

Validation of Social Secu'rity Numbers Keeps
Taxpayer Records Accurate

Since 1965 the ADP system has been validating
the Social Security numbers on individual returns
by comparing them with those on a master tape of
numbers provided periodically by the Social Security
Administration. Early_ in 1968, the Service estab-

lished its own tape file of such numbers, beginning -

with an up-to-date master tape from the Social Se-
curity Administration. This new process greatly re-
duced the number of contacts with taxpayers or the
Social Security Administration for validation of non-
matching numbers. Nevertheless, more than one mil-
lion taxpayers were contacted this year for failing to
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enter their Social Security numbers on their tax re-
turns, or for entering the numbers incorrectly.

‘Preaddressing Returns Is Profitable

Each taxpayer who has an account on the master
file receives blank returns prior to the filing period
which are imprinted with his name, address, and
Social Security or Employer Identification Number.
Forms 1040 and 1120 are affixed with two-part
“piggy-back” labels, the top part of which is re-
movable for use on the Declaration of Estimated
Tax or other uses. With nationwide implementation
of the master file completed, all taxpayers who had
filed returns for tax year 1966 received the pre-
addressed returns for use in filing their tax year 1967
returns. '

Experience accumulated this year shows that only
45 percent of the Form 1040 taxpayers, 51 percent
of the Form 1040A taxpayers, and 54 percent of
the Form 1120 taxpayers filed preaddressed returns.
The use of preaddressed returns creates significant
savings through faster and more accurate processing
of returns, as well as assuring that all transactions
of a taxpayer are posted to the proper account on
the master file. ' ‘
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Tax Increases

From Enforcement
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Enforcement
Activiies

Introduction

Computer technology has significantly aided en-
forcement of the tax laws. Verification of taxpayer
arithmetic, validation of claimed estimated tax pay-
ments, identification of duplicate returns showing a
refund due, application of current refunds to prior
tax. liabilities—all have been aided by the com-
puter, and all have helped insure collection of taxes
owed. However, computer technology does not re-
place the human aspects of enforcement. Auditing
of tax returns, consideration of appeals, uncover-
ing complex schemes for tax evasion, discovering
and stopping illicit distillery operations—these and
other activities involving taxpayer compliance re-
quire highly skilled professional personnel. Some of
the accomplishments of enforcement work are set
forth below.

Yield From Mathematical
Verification Is Record

About 75 million Forms 1040 and 1040A filed

by individuals were mathematically verified. Some

of the reasons for the increase of 9.6 million or 14.6
percent over 1967 are: (1) carry over of tax year
1966 returns from fiscal year 1967 for processing in
fiscal year 1968; (2) an increase in returns filed;
and (3) faster processing of returns in the second
half of fiscal year 1968 compared to the same period
of fiscal year 1967. : :

Correction of taxpayers’ arithmetic errors resulted
in upward adjustment of tax liabilities (increases)
of $267 million and downward adjustments (de-
creases) of $136 million. The net yield resulting
from these adjustments amounted to $131 million.
Detailed results of this year’s program are shown in
the table below:
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Individual income tax returns mathematically verified

Total Form 1040 Form 1040A
Item
1967 1968 1967 - 1968 - 1967 1968
NUMBEY. - oo e et aeeaean thousands__| 65,361 74,926 48,205 57,063 17,156 17,863
Number of returns on which changes were made do 3,895 5,034 2,991 3,824 904 1,210
Returns with increase:
Number ......................................... 2,389 3,008 1,852 2,288 837 720
Y O S 207,605 266,763 167, 865 210,989 39,740 55,774
Returns wnh decrease:
NUMber i mmmmeme e amooas thousands.__ 1,506 2,026 1,139 1,536 367 490
thousand dollars_. 94, 281 135,867 76,161 107,770 18,120 28,097
.............................................. do.._. 113,324 130,896 91,704 103,219 21,620 21,611
(1L SR S U dollars.. 1,73 1.75 1.90 1.8 1.26 1.55

Audit Program Strengthened

Computers Select Returns for Audit

This was the second consecutive year that com-
puters were used nationwide by the Service in its
classification program to identify and to select re-
turns most in need of examination. To strengthen
this essential first step in the audit program, machine
selection criteria are contmually updated to include
most * recent Service experience and operations
research results. =

Beginning in 1969, the new “discriminant func-
tion” technique will be introduced in the selection
of certain individual returns for audit. Under this
technique, proven mathematical formulas will be
programmed into computers to identify and to select
returns for examination. This system, by weighing
significant return characteristics, permits the ranking
of selected returns by greatest potential tax error.
The technique will provide uniform screening of
individual returns and reduce both machine and
manual selection costs. Furthermore, it is expected
to lower the percentage of returns selected which re-
sult in no change of tax liability upon examination.

Audit Continues Emphasis on Quality Examinations

Returns are audited either by field audit tech-
niques, conducted by revenue agents at the taxpay-
er’s place of business or home, or by office. audit
procedures, conducted by tax technicians in Service
offices, either by interview or correspondence.
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This year a reduced number of examinations were
planned to assure quality audits and to take into ac-
count the rising complexity of returns being filed.
The 2.9 million returns examined in 1968 is a 6.6
percent decrease from the 3.1 million examined in

1967.

Increased emphasis on interview audits was
stressed as the primary means of assuring quality
audits. The interview audit is more effective in dif-
ficult office audit type returns and is used more fre-
quently as the complexity of returns increases. This
increased emphasis contributed, however, to the
decline in number of examinations.

There were $2.95 billion in additional taxes rec-
ommended in 1968; the third consecutive year that

recommendations closely approached or exceeded $3
billion.

The number of tax returns examined by type of
return follows:

-Number of tax returns examined

[Figures in thousands]

Total Field Office
Type of return

1967 | 1968 | 1967 | 1968 | 1967 | 1968
Grandtotal._____ . ......__ 3,108 j 2,904 | 731 | 747} 2,377 | 2,151
Income tax, total_.__..__.____.____ 2,942 | 2,738 | 590 | 601 2,352 | 2,136
Corporation.._________.____.. 162 | 163 | 160 | 162 2 1
Individual and fiduciary___. ... 2,768 | 2,563 | 417 | 427 | 2,351 | 2,135

Exempt organization._.._..___- 12 12 12 12 O o
Estate and gift tax_...____________ 40 411 35 38 47 4
Excise and employment tax________ 127 125°| 106 | 108 20 17

1 Less than 500.



3,108

174 -175

Number of Tax Returns Examined and Additional Tax and Penalties Recommended Decline

3,314

MILLIONS

1,632

Excise

Estate

and gift and -
fiduciary exempt employment
organization

" Total Individual  Corporation
n

408 .
5 L

@ Change from 1967

Total Individua!  Corporation Estate Excise
an and and gift and
fiduciary exempt employment
organization
—5.9 —65
—11.1 —-10.4
—28.1

Overassessments Are Also Disclosed Through
Audit

In all tax examinations, agents are responsible for
determining the correct tax liability. This means that
examiners look for indications that taxpayers have
overstated their liability. In 1968, Service examina-
tions disclosed overassessments of $177.9 million.
This is exclusive of claims for refund initiated by
taxpayers. The following table reflects the amount of
overassessments recommended by type of tax:

Overassessments of tax exclusive of claims for refund

Amount recommended
(thousands dolfars)
Type of tax X
1967 1968
Total ool 190, 648 177,928
Individual and fiduciary income_._________._______ 53,273 51,019
Corporation income_.____________________ " 121,358 94,884
Estate. ________._.._____ A 14,972 28,945
Gift Ll SR 1,151 1,138
Exeise_ ... ... __IITTTTTTTT 2,487 1,431
Employment___._._____________ T T TTTTTTTTTTT 407
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" Continued Emphasis on Reduction of Inventory
Backlog ' (

Service policy is to complete examination of indi-
vidual returns within 26 months and corporation re-
turns within 27 months of the due date for filing. For
the last several years concentrated efforts have been
directed toward full realization of this objective. A
more current audit workload results in savings to
taxpayers of substantial sums of interest since addi-
tional tax can be assessed earlier. Similarly, the Serv-
ice benefits with lower interest payments where
refunds are made. A current workload produces an-

other benefit by reducing the need for extensions of

the statute of limitations to complete an audit.
The Service is developing a mechanized system
for controlling and monitoring returns in inventory.
This system will provide a monthly inventory, by
tax year, at the various processing and examining
stages. The new system will enable field managers to
pinpoint early those areas where ‘over-age returns

are building up and take immediate corrective

action.

More Exempt Organization Returns Examined

- The Service continues to allocate a proportionate
share of its audit examination program to exempt
~organization returns. The primary objective of the
examination program is to assure that organizations
receiving the benefit of tax exempt status confine
their activities to those permitted under the exemp-
tion provisions of the law..

In 1968, 12,128 exempt organization returns

were examined compared to 11,746 in 1967. Exam- .
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ining officers recommended revocation of the tax
exempt status of 182 organizations and the remain-
ing organizations were found to be operating as
required by law.

Claims for Refund

District audit divisions closed 372,414 claims for
refund in 1968, for $553.8 million, of which $225.6
million were allowed and $328.3 miillion disallowed.

Of the total number of claims closed, 319,377
were individual and fiduciary and 31,615 were cor-
poration. On the other hand, corporation claims ac-
counted for $303.4 million, while individual and
fiduciary accounted for $160.8 million.

The number of ‘excise tax claims declined from
16,581 last year to 10,770. This was attributable, in
part, to a leveling off of claims resulting from the
Excise Tax Reduction Act of 1965. _

A total of 642 cases involving overassessments of
$348.1 million was reported to the Joint Committee
on Internal Revenue Taxation in accordance with
section 6405 of the Internal Revenue Code of 1954,
which requires reports to the Committee of all re-
funds and credits of income, war profits, excess

. profits; estate, or gift taxes in excess of $100,000.

This was a decrease of 115 cases and $151.7 million
from the preceding year.

Establishment of a permanent staff of audit tech-
nical personnel at the service centers will result in
faster processing of refunds to taxpayers, since one
of their primary duties will be to classify claims.

The following table shows a detailed comparison
by type of tax of the number of claims and amounts
involved during the past 2 years.



Claims for refund disposed of by district audit divisions, fiscal years 1967 and 1968

Closed by audit divisionst
Amount (thousand dollars)
Class of tax Number
Claimed by taxpayer Allowed Disallowed
...
1967 1968 1967 1968 1967 1968 1967 1968
Total. ool 437,598 368,010 562,941 400,116 268,616 212,523 294, 326 187,593
“Individual income____________._____ - 375,679 317,429 151,515 148,805 113,686 108,352 37,829 40,453
Corporation income__.. " 33,571 30,246 244,130 186,884 104,988 83,147 139,141 103,737
Estate . 1,962 2,008 24,165 18,065 8,979 1,550 15,1 0,515
1 O 353 274 2,598 1,231 961 346 1,637 885
~Excise 15,897 10,159 135, 892 41,534 38,498 11,855 97,395 29,879
- Employ 10,136 1,902 4,641 3,597 1,504 1,413 13,138 2,124
Protested-transferred to appelléte divisions
Amount (thousand doliars)
Number R
Class of tax . Recommended by audit divisions
Claimed by taxpayer
Atiowed Disatiowed
1967, 1968 1967 1968 1967 1968 1967 " 1968
Total . 5,461 | 4,404 178;842 153,714 12,970 13,030 165, 872. 140,683 -
dividual income 2,876 1,948 19, 440 12,020 1,202 1,051 18,238 10,968
rporation income_ _____________________ 1,352 1,369 122,109 116,538 11,045 11,469 111, 064 105,068
e. 176 139 12,691 10,217 an7 445 12,274 9, 826
ST 32 58 0, 586 341 A |- 20,582
Cise 684 611 3,754 14,191 | . 299 59 3,455 14,132
ployment. 341 219 262 T 358 3 [ 25 M1

t Includes claims allowed-in full without formal examination of the return: 1967—298.3 thousand returns and $109.5 million; 1968—253.8 thousand returns and $107.2 miliion.

nterest Equalization Tax Amended

The purpose of the interest equalization tax is to
crease the cost to foreign persons of obtaining capi-
al in U.S. markets—thus tending to reduce the out-
ow of private capital from the United States and,
n consequence, tending to improve the U.S. balance
f payments with relation to foreign countries. -

On July 15, 1967, the interest equalization tax
w was amended by Public Law 90-59. The
mendment was aimed at halting evasion of the in-
rest equalization tax through the improper use of
ertificates of prior American ownership of foreign
curities for the purpose of tax-free resales. The new
w. provides for issuance of validation certificates
y district offices to U.S. persons who satisfy the re-
irements in the interest equalization tax law.

- Another new provision of the law permits certain
rokerage firms, banks or trust companies to be
esignated participating firms or participating cus-
todians for purpose of documenting compliance with
e interest equalization tax law in foreign security
ransactions. To receive such designation the firm
r custodian must notify the Secretary of the Treas-
ry that it agrees to comply with certain docu-
nentation, recordkeeping, reporting and auditing
equirements. At the year’s end, 979 firms had been
designated participating firms and 75 banks or trust

companies had been designated participating cus-
todians. District office personnel are visting firms.
and custodians which have been designated as par-
ticipants to verify that they are complying with the
recordkeeping requirements. The status of the par-
ticipating firm or custodian may be terminated if:

1. A written request is filed with the Secretary of
the Treasury, or ,

2. The Secretary of the Treasury has reasonable
cause to believe a participating firm or custodian is
failing to comply with the statutory or procedural
requirements. ’

Interest equalization tax collections in 1968
totaled $98.1 million.

Use of Large Case Audit Techniques To Expand

Increased benefits were realized by both the Serv-
ice and the taxpayers from the large case audit pro-
gram during the year. The program was introduced
in 1966 but not widely used until 1967.

Professional organizations and industry as a whole
gave this program widespread acceptance during
1968. For the most part, these organizations agree
with concepts of a well managed, coordinated, mul-
tiple agent examination, and the concurrent audit of
related returns.
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Improved uniformity, better communications,
and faster examinations are being realized in most
instances. These benefits support the need to con-
tinue and to expand use of coordinated team audits
and related techniques. In addition, the program is
providing the Service with important workload in-
formation, and generating knowledge of large com-
plex business organizations, both of which facilitate
effective and efficient tax examinations. ‘

Program techniques devised to accomplish an
effective and efficient examination within a reason-
able time span were applied to all very large complex
industrial-type organizations examined in 1968. Ex-
panded use of these techniques to other than the
very large taxpayers is expected to occur gradually
over the next 2 years.

Special meetings of agents and coordinators to
discuss matters peculiar to specific industries
continued to be held. These meetings contribute
substantially to uniform application of law and regu-
lations and consistency in raising and resolving issues.

Appeals System Provided for
Taxpayers

Independent Administrative Review Given to
Taxpayer Disagreements

Revenue agents and tax technicians examine
about three million tax returns each year. They pro-
pose adjustments to reported tax liability in about
60 percent of the cases. They are able to dispose of

most of these cases by agreement with the taxpayer,

but it is inevitable that some disputed cases will arise.
Service policy is to provide an opportunity for
taxpayers to resolve these disputes without litigation
on a basis which is fair and impartial to both tax-
payer and government. The Service makes every
reasonable effort to give the taxpayer a prompt,
convenient, and completely independent review of
his case when a dispute does arise. In an over-
whelming majority of cases this results in a mutually
agreeable resolution of the controversy. As a result
only 802 cases were tried in the Tax Court of the
“United States and 586 cases in the district courts
and the Court of Claims in 1968.

Early Hearings Provided

'The appeals procedure is a decentralized, two-
level procedure which provides opportunities for
appeal at offices of the 58 district directors, at 40
regional appellate offices, and (on an “as needed”
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basis) at other places where fulltime conference
staffs are not maintained. Although district and

regional offices have different authority and jurisdic- .
tion in disposing of tax disputes, the purpose of each
is to provide the taxpayer with every reasonable
opportunity to be heard and to bring about an early
resolution of his tax case.

District conferees have the authority to resolve all
cases but may not consider hazards of litigation (the
evaluation of the respective chances to prevail in the
event of trial). This authority is assigned to the
Appellate Division, the second level of appeal.

Both offices offer conferences within a short time
after the case is received. The convenience of the tax-
payer as to date and time is a paramount considera-
tion. In cases in which the tax at issue is less than
$2,500, a written protest is not required for a con-
ference in the district office. As a result of changes
made this year, the same rule now applies in the
Appellate Division provided the taxpayer has first
availed himself of a district conference. The tax-
payer may represent himself or be represented by
counsel at both district and regional offices.

In 1968, 39,639 cases were closed at the district
conference level, to which 66 percent were agreed.

District conference activity is set forth in the
following table:

District-conference case workload

Item Field Office Total
audit audit
Cases pending July 1..___________._.____ 8,830 3,043 11,873
Cases l?:ceive%.__y_-_. - 24,719 14,999 39,718
Conferences completed. 24,601 15, 038 39,639
Number agreed. ... - 15, 200 10, 822 26,022
Agreed as-a percent.of tot . 62 72 66
Cases pending June 30 .o .. ..oooooo... - 8,949 3,014 11,963

Appellate Division Receipts Decline

For the first time in years, case receipts in appel-
late were significantly lower (9 percent) than in the
prior year, due primarily to the closing of a higher
percentage of cases at the examining officer level.
Disposals per appellate conferee averaged 48.5 cases,
the same as for the prior year. For the three years
1966, 1967, and 1968, disposals per conferee aver-
aged 48 cases, compared to an average of 41 cases for
the 1963-1965 period. Inventory declined by 6 per-
cent in 1968. ,

The major portion (over 80 percent) of the ap-
pellate workload consists of nondocketed cases.
These are cases in which taxpayers have elected to
try to resolve their tax disputes with the Service
rather than take their cases direct to court. Over the



past five years, the Appellate Division has been able
to close over 80 percent of these cases by agreement
with the taxpayer. In 1968, 80.6 percent were closed
by agreement.

Taxpayers filed petitions for hearings before the

Tax Court in 6,301 cases. On cases of this kind,
which are known as docketed cases, settlement nego-

tiations between taxpayers and appellate resulted in

the closing of 87 percent without trial. As a result
only 802 cases were tried in the Tax Court in 1968.

24,121

Not Before Tax Court

=

629

Unagreed Defaulted on
overassessment statutory
and claims notice
rejection

+0.8

Appeals—(Income, Estate, and Gift Tax Cases) Method of Disposal

NUMBER TOTAL

OF CASES
1968 29,940
1967 32,916
CHANGE  —9.0%

@ Change from 1967

Petitioned to Tax Court

4,970

799 802
297 262
Dismissed Tried on
or merits
defaulted
0.4

~7.6

—11.8

Cases considered by the Appellate Division range
from the simplest to the most complex, from single
issue cases to those with many issues, from those in-
volving relatively few dollars to those involving mil-
lions of dollars. For 1968, the average dollars in
dispute in each case disposed of was $44,800.

320-033 O - 69 - 3

The following tables show the processing of both
nondocketed and docketed cases by the Appellate
Division in 1967 and 1968, and for the 3-year
periods ended June 30, 1965, and June 30, 1968.
(For additional information see tables 15 and 16,
page 118.)
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Appellate division processing of all cases for 1967-1968

oyment and offers in compromise)

(Income, estate, gift, excise, empl ,

Numbet of cases
_____________‘——————.'—__’__’_————————_____,_,____————————
Status 1967 1968
- —— [ S S
Nondocketed Docketed \ Total Nondocketed \ Docketed Total

__’______—_____—_’——_____—._____.——_______————-—‘ . —} ———r—————— — e ——

Pending JUIY 1oeesnomicoimmmmmnemimna s anamm o sn T T 24,164 10,024 34,188 23,805 9,292 33,087

oo mgd D U ey 30,176 16,488 36, 664 26,912 16,301 33,213

Disposed Of, 108al_ .-« —_cocormmsmenmnimmasonnenen TS 30,535 7,220 | 37,75 | 29,012 | 6,034 35,046

By agreement-_____‘________._._.._.__.________....._-___.,_._.__'_. ) 25,281 6,124 31,405 23,416 4,970 28,386
Unagreed: (Overassessments, claims, excise, employment, and offer in

COMPIOMISe FRJECHONS)_ -~ izoooamernsooqoiome iy ™77 1,531 ooooeepaa 1,531 1,473 | oo 1,413

By taxpayer default on statutory notice or dismissal by Tax Court 989 297 1,286 997 262 1,259

By petition to the Tax Court_____ 2,734 3,126 |- ooomoeio 3,126

Tried in the Tax Court. 799 |ooeaiiieee- 802 802

Pending JUne 30, _ - -cceiomnnnemmseminmmmmsnsmosnTmemmomooITITI 33,097 21,705 9,559 31,264

e

1 Includes petitions filed in response 1o District Director's statutory notices.

Appellate division processing of all cases for 3-year periods ended June 30, 1965 and June 30, 1968

(Income, estate, gift, excise,

employment and offers in compromise)

Number of cases

— o ————

Status 3-year period ended 6/30/65 3-year period ended 6/30/68
= -— —_—
Nondocketed Docketed Total Nondocketed Docketed Total
_—_;___’__’_————/ | —— o
Pending, beginning of period ‘12,755 8,965 21,720 22,755 9,384 32,139
Received.. ... -ioco----on----- 73,009 117,713 90,722 46,934 119,663 106,597
Disposed of, total oo oomnooomommmenaene s 63,009 17,294 -80,303 88,036 19,488 107,524
By AQIOEMENY _—_ - _ooooooosa et i T e 48,726 13,885 - 62,611 72,128 16,289 88,415
Uniagreed: (Over ts, claims, excise, employment, and. offer in
compromise rejections) ... -.-----2o - moopemomemenotos 8,331 | e 4,331 Y A D 4,411
By taxpayer default on statutory notice or dismissal by Tax Court____._-- 3,334 843 4,177 3,11 872 3,983
By petition to the Tax Court : 6,618 | oocoa-ooo- 6,618 8,322 | ooooooioeoo-- ,322
Tied in the Tax COUTt. - ooicceiemmmnnenmnnmmmnoomn T 2,566 2,566 | o oooeomoo- 2,321 2,327
Pending, end oF PRRIO. -« coemnnsemeeammssnssensiamnsam s s \ 22,755 . 9,384 \ 32,139 » 2 21,705 \ 9,559 \ 231,264

1 Includes petitions filed in response to District Directors' statutory notices.
2 Reflects 52 case adjustments made to inventory July 1, 1966. .

Progress Continues in Delinquent
Returns Program

In a year of general budgetary limitations, the
delinquent returns program held its own. In total,
the Service secured 770,587 delinquent returns
valued at $293.1 million in unreported tax, interest,
and penaltjes during the year. The majority, 719,000
returns assessed at $256 million, were secured
through the established delinquent returns program.
The balance was secured as a by-product of audit
examination.

While the number of returns secured was virtually
the same as last year, the value assessed increased a
rather substantial $30.5 million. This latter was due
to two factors: (1) Reduction in the number of
taxpayer delinquent accounts established enabled the
assignment of additional enforcement resources to
delinquent returns work, and (2) this coupled with
experience gained in the last few years through Tax-
payer Compliance Measurement Program surveys
and direct-lead programs yielded data which helped
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management direct
areas.

its effort into more productive

Utilization of ADP Continued

" No new programs were converted to ADP during
the year. Instead, emphasis was placed on perfect-
ing and extending existing programs. For example,
a program tested during the last 3 years to identify
taxpayers who underreport income or who fail to
file required returns, became operational in 1968
and will go nationwide in 1969. This program,
known as WAID (Wage and Information Docu-
ment Matching Program) involves an internal an-
nual check of information from returns filed within
the data system to uncover potential tax violators.
Similarly, both the entity and flexible issuance con-
cepts, introduced in 1966, were further refined dur-
ing the year. Under the entity concept, there is only
one investigation for each taxpayer regardless of the
type of tax and number of returns due. This method

has reduced investigations by 18 percent. Since all

. returns due are secured at the time the investigation



1ade, enforcement effectiveness has been main-
ed. The flexible issuance system involves having
ADP system retain the compliance history and
ar liability of each taxpaying entity. A combina-
-of flagrant noncompliance and high monetary
nquency causes the computer to set aside normal
ice processing and issue an immediate notice. for
elinquency investigation.

dy on Delinquency in Federal Unemployment
es Undertaken

he Internal Revenue Service, Department of
or, and State. Unemployment Insurance Serv-
throughout the country coordinated a na-
de study in -1968 to discover the nature of
nquent filing with respect to Federal unemploy-
t taxes. The study was confined to tax year 1966
volved matching Service records with the var-
State records to identify potent1a1 nonfilers. The
re and scope of future programs in this tax area
depend on the results of the study, which are
ected to be available in 1969.

eater Use of ADP Helps Minimize
dget Reduction Impact on
xpayer Delinquent Accounts

‘Program changes necessitated by budgetary lim-
ations reduced the number of delinquent accounts
tablished in 1968 to 2.2 million. This was more
an half a million, or 21 percent, below last year.
nderstandably, the amount of the delinquent tax
volved, some $2.1 billion, also was less than in
'67——a marked $80 million less: Because of proce-
ral changes made durmg the last 3 years to use the
DP system to assist in monitoring delinquent ac-
unts, the statistics concerning declines in number
1d amount do not provide the full story. In 1968,
orkload adjustments required to accommodate
dget reductions were accomplished by having the
DP system monitor and control a larger than origi-
lly planned number of delinquent accounts instead
‘of by using enforcement personnel directly.

Closures Sizeable

', Despite cutbacks in travel funds and personnel re-
placcments, managerial response to the changing
mature of the workload coupled with increased use
of ADP resulted in the. closing of a still sizeable 2.4
million dehnquent accounts in 1968. While this was

467,000 fewer than were closed in 1967, it was -
139,000 more than were established in 1968. Of even
greater significance, the $2,054 million of delinquent
accounts closed in 1968 was only $12 million less
than in 1967.

Further Inventory Reduction Achieved

For the third consecutive year, the interaction of
the number of closures exceeding the number of ac-
counts established favorably reduced the ending in-
ventory. The 608,000 accounts in inventory at year’s
end was 140,000 below last year’s 748,000 accounts.
Although the value of the inventory totaled $1,379
million, some $54 million higher than last year, this
includes almost 47,000 delinquent accounts valued
at over $86 million which were awaiting the applica-
tion of credits as the year ended. Allowances for
these accounts would result in a still lower inventory
but, more important, in a decline rather than an in-
crease in inventory value from 1967.

UtIIIZatIOI'I of ADP Enlarged

Continued effort was made during 1968 to in-
crease the use of the ADP system as an additional
deterrent to delinquency. For the second time on a
nationwide basis, names of individuals owing income
taxes or business taxes for periods prior to the Serv-
ice’s ADP system were input into the computer. Dur-
ing this year’s processing of refunds, any prior
liability was deducted before any refunds were
made. This program collected some $7 million on
prior liabilities this year, compared to $12 million
collected by this means last year. The decline is an
expected inherent part of thé program since, as it
continues into succeeding years, .both the amount
outstanding and the numbers involved will decrease.
The system collected not only $19 million auto-
matically in the last 2 years, but also freed enforce-
ment personnel for delinquency areas requiring per-
sonal contact as well as for deterring taxpayers from
becoming long-term delinquents. Moreover, this is
only one aspect of the Service’s program, There is
also an internal offset process carried on by the ADP -
system which captured in the neighborhood of $168
million this year.

New ground was broken in 1968 in developing
an automated workload forecasting system. Cyclical
1969 delinquent account workload has been devel-
oped for each district based on individual historical
patterns. These will be tested and adjusted through-
out 1969. If perfected, this ability to forecast work-
load will give management one of the most impor-
tant tools for combating delinquency.
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Taxpayer Delinquent Accounts
Value of Accounts in inventory Increase

MILLIONS

&

2,066 2,054

fnventory

Established Closed

June 30
@ Change from 1967
+4.1
B
' 06

—3.8
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Procedures were developed for ADP system fol-
lowup of accounts impeding collection efforts either
because of the taxpayer’s financial condition or be-
cause of an inability to locate the taxpayer. Machine
analyses are to be made of these accounts, including
comparison with tax returns for subsequent years to
determine collectlblllty and to assist in locating the
taxpayer.

Substantial progress was also made in establish-
ing, as a by-product of the ADP routine, a mecha-
nized reporting system for management use. The
basic data requirements and retrieval methods, es-
tablished on a test basis in 1966, were further evalu-
ated and refined during 1968. These efforts will con-
tinue throughout 1969.

The delinquent accounts activity is shown in the
following table:

Taxpayer delinquent accounts

Number Amount
- (thousands) (thousand dollars)
Status
1967 1968 1967 1988
Established 22,818 | 82,228 | 22,132,058 | 32,051,727
Closed, total ... _________._. 22,834 [ 32,367 22 065 658 | 32,053,853
By type of action:
Collected___._. _______.... 22,368 | 31,955 | 21,503,999 | 1,465,135
- Additional collections._._.._|-__ S, E 45,955 | 56,065
Other disposals1.__.__....- 467 13 515,704 532,653
Pending June 30, total___.____._.__. - 748 608 | 1,324,807 1,378,762

1 {ncludes disposals due to uncollectlblhty and erroneous and dupllcate assessments.

2t NetI ocfl ld:)i24 items totaling $2,358,000 (Puerto Rico Accelerated Collection Program
not include

3IN§.t o)f 366 items totalmg $740,000 (Puerto Rico Accelerated Collection Program not
included

Number of Offers in Compromise
Disposals Decline

The number of offers in compromise cases proc-
essed during the year declined by 2,412 cases, or 19.7
percent from last year. Total liabilities involved in-
creased by $8.1 million, or 9.2 percent. /

The following table provides a summary of com-
promise cases closed in the last 2 years:




Offers in compromise disposals

Number - Amount (thousand dollars)
Type of tax or penalt; Liabilities Offers
Y 1967 1968 .
1967 1968 1967 1968
Offers accepted, total._____. e m e e mm mmm e mmmmmmm = ——— oo e m e 9, 260 7,089 r23,179 26,767 6,493 5,604
; Income, estate, and gift taxes..._ ..., 176 © 561 14,088 20,509 3,858 3,549
Employment and withholding taxes. . . 650 443 5,533 3,629 1,782 1,128
Alcoholtaxes_.....__.__.____._. o 72 72 284 1,068 60 482
Other excise taxes. .. - 130 65 2,170 789 505 196
Delinquency penaities on ali taxes_ . 1,291 M 1,105 172 215 155
Specific penalties. ... .. ... S 6,341 8,207 | 74 94
Offers rejected or withdrawn, total. ... .. . ... 2,989 2,919 £ 65, 351 69, 880 9, 590 10,477
Income estate, and @It 1AXES_ ... - ool 1,252 1,380 48,320 52,228 7,000 1,748
Employment and witl holding taxes. - 868 824 8,978 8,950 2,060 2,124
Alcohol taxes. .. . ... _____._. 54 37 201 106 35 19
Other excise taxes._.........__._. 172 175 7,063 8,067 331 443
Delinguency penalties on all taxes.. 622 - 483 789 530 146 115
Specific penalties_ ... . 21 1. 2 R M 18 271

T Revised.

Well-balanced Tax Fraud
Investigation Program
Stressed

. Automatic data processing has already aided in
~ discovering various types of tax frauds. It is being
used to detect unreported income and to -identify
potentially fraudulent returns, false claims for tax
refunds, and failure to file situations.

Subjects of tax fraud investigations ifcluded a
cross section of taxpayers in all strata of society and
all walks of life. Additional tax and penalties in-
volved in completed cases of all types, including
racketeers and subjects of the Government’s drive
- on organized crime, exceeded the total amounts in

~all such cases last year. Types of violations success-
fully prosecuted included income tax evasion, will-
ful failure to file a return, false claim- for refund,
and other'tax law violations.

Serious legal and technical problems were en-
countered in intelligence investigations in the past
year which prompted the holding of conferences
with top tax officials.of the Department of Justice,
the Chief Counsel’s Office, and various branches of
the Internal Revenue Service.

Prosecution for Wagering Tax Violations Affected
by Supreme Court Decisions

In January of this year the Supreme Court in the
cases of James Marchetti and Anthony M. Grosso
reversed convictions for willful failure to register and
pay the wagering occupational tax, and for willful
failure to pay the excise tax imposed on wagering.

While the Court held the wagering tax provisions
constitutional, it also held that persons who properly
assert their constitutional privilege against self-in-
crimination may not be criminally punished for
failure to comply with the réquirements. The Service
is continuing to gather and evaluate information
concerning substantial wagering operations for use in
income tax investigations of wagering operators in
those instances where such investigations appear to
be warranted, and for possible future use if remedial
legislation is enacted. Civil enforcement efforts with
respect to wagering occupational and excise taxes are
continuing without substantial change.

The impact of the Supreme Court decisions is
reflected in the substantial decline in the number of
prosccutxon recommendations for wagering tax viola-
tions, as’ shown in the followmg summary of
investigations:

Tax fraud investigations

Type 1967 | 1968

Investigations completed, total . 10,703 8,739
Prosecution recommendations, total___________..____.__. 2,015 1,620
Fraud. . 1,010 952
Wagering 941 586
Coin-operated gaming devices.._ . oooomme oo 14 13
Non-tax. 50 69
Investigations in p : , June 30 6,93 | 71,27

A centralized intelligence information retrieval
system has been in operation for gathering, collating,
and disseminating within the Service, information
regarding the financial affairs of racketeers and it is
now being expanded to provide compatible systems
in selected Internal Revenue Service districts.

ENFORCEMENT ACTIVITIES 29



New Special Agents Receive Modern Intelligence
Training

The work of a special agent of the Internal Reve-
nue Service is unique in the field of criminal investi-
gation. The usual criminal offense involves a single
instrument of crime, such as a murder weapon or a
counterfeit bill. Tax frauds investigated by special
agents involve violations often committed over a
period of years, with a variety of methods used to
evade tax. As the taxpayer’s records may have been
lost, destroyed, altered, or concealed, the special
agent must be able to find other sources of informa-
tion from which to reconstruct the records of trans-
actions. Therefore, all newly appointed special agents
receive intensive training covering income tax laws
and investigative techniques. This consists of a 5-
week basic income tax law course devoted to Federal
tax statutes and regulations, a 6-week course at the
Treasury Law Enforcement School, covering in-
vestigative methods, and 7 weeks at the special agents
basic training school, where courses in evidence,
methods of proving taxable income, investigative
reports, court procedures, and other subjects are
studied. The basic training is concluded with the
special agent participating as a witness in mock in-
come tax trials. Approximately 1,200 special agents
have received this training since 1960.

Mock trials are included in the Special Agent Basic “Training
School. In this picture the witness is a newly appointed special
agent gaining experience in a courtroom atmosphere in an income
tax evasion trial.

New Steps Taken To Protect Employees From
Threats of Violence

Threats and assaults against Service employees
have increased in several districts. In an effort to
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reduce the number of instances in which Internal
Revenue Service employees are impeded by taxpay-
ers in the performance of their duties, by means of
threats or assaults, greater attention is being given
by all levels of the Service to such incidents. More-

~over, steps have been taken by the Department of

Justice to swiftly prosecute violators by expeditiously
processing cases in which prosecution is tecom-
mended for threatening or assaulting a Service
employee.

Referrals to Department of Justice Decrease

A total of 763 income and miscellaneous criminal
cases, with prosecution recommendations involving
779 prospective defendants, were forwarded to the
Department of Justice,. Compared with the prior
year this wasa decrease of 11.7 percent in the volume
of referrals. In 1968, indictments of such cases were
down 3.7 percent and the total disposal of cases in
those categories in the district courts decreased 5
percent. ‘

In income, excise, and wagering tax criminal
cases 638 defendants pleaded guilty or nolo con-
tendere, 118 were convicted after trial, 39 were
acquitted, and 944 were dismissed.

A comparison of indictments and court actions
for the last 2 years follows:

Results of criminal action in tax fraud cases

Number of
Action defendants
1967 1968
Total
Indictments and informations. . 1,342 1,026
Disposals, total__.....__...--- 1,356 1,739
Plea, guilty or nolo contendere 928 638
Convicted after trial_______ ... 145 118
Acquitted. . — oo 50 39
Nol-prossed or dismissed 1___ .. .. i o ..o 233 944
Income and misce!laneous cases 2
Indictments and informations._ .. oooioeeaan 677 852
Disposals, total . oo 696 660
Plea, guilty or nolo contendere______-______.._.___... 520 475
Convicted after trial____...- 62 89
Acquitted. ... 31 31
Nol-prossed or dismissed ! 83 65
Wagering tax cases
Indictments and informations._ ... .. oo oaooiioaaa- 665 374
Disposals, total. .. - e 660 1,079
Plea, guilty or nolo contendere 408 163
Convicted after trial__... 83 29
Acquitted ___. ... 19 8
Nol-prossed or dismissed__... 150 | 879

1 Includes cases dismissed for the followin§ reasons: 9 because of death of principal
defendant, 3 because of serious illness, and 47 b principal defendant had pleaded
guilty or had been convicted in a related case.

2 Includes income, estate, gift, and excise taxes other than wagering, alcohol, tobacco,
and firearms taxes.
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Cases Involving Criminal
Prosecution

Total additional taxes and penalties of $118.3
. million were involved in cases received in the Chief
Counsel’s Office with recommendations of criminal
prosecution. This was an increase of $19.3 million
over the prior year.

An analysis of criminal tax cases of all types (other
than wagering-occupational tax cases handled at the
district level) flowing from the Assistant Regional
Commissioners (Intelligence) through the office of
the Chief Counsel to the Department of Justice
follows:

Receipt and disposal of criminal cases in Chief Counsel’s
Office

Summary of Additional Taxes From
Direct Enforcement

Additional revenue resulting from direct enforce-
ment of internal revenue laws has historically repre-
sented a relatively small part of total U.S. tax.
collections. In 1968, $2.9 billion in additional tax,
penalties, and interest were assessed as a direct result
of enforcement programs, and $1.5 billion delin-
quent taxes were collected. In addition, Service con-

“sideration of claims for refund resulted in the

disallowance of $0.3 billion claimed.

Important though this revenue is, the main im-
portance of direct enforcement cannot be expressed
in dollars. This importance lies in taxpayer compli-
ance generated by public realization that the Serv-
ice has an effective enforcement system, and in a
balanced enforcement program aimed at equitable

! Includes cases declined by Department of Justice.

Status 1967 1968 enforcement of the law for all taxpayers, regardless

Pending July 11 ..o 2%3| 2m  Of positionor wealth.

Received, total.. . S TARERT The table below sets forth for the last 2 years the
With recommendations for prosecution..__.____________ 1,099 1,046 sourcc Of addltlonal tax’ ana,lthS, a‘nd interest
With requests for opinion, ete__.___.._ . - 77 113 82 assessed and certain other results of direct

Disposed of, total.....___.._..____.....___.. . 1,224 1,381 . enforcement.

Eroser(iutior{ n?tJ watrran‘}edf. 113 128 :
lepartment of Justice decl . . . .
(l;rgsecutlons ________ " 852 : ;5; Tax, penalties, and interest resulting from direct
pinions defivered 8 ’
All other closings 138 1;3 enforcement

Pending Jurie 301 ___________._ e 2,351 2,148 {In th ds of dollars]

t Includes cases awaiting action in- Department of Justice exclusive of wagering tax ftem 1967 1968
cag?s rlefgrred by Inteliigence Division.

Caulneludes wagering tax cases disposed of following the Marchetti and Grosso Supreme  qgitional ta, penaltes, and Interest assessed, total.__| <2,832,996 | 2,929,778

) ) ’ From examination of tax returns, total_. ... ... .____.__ 2,256,933 2,208, 151
Additional detail on legal workload involved in Income tax, total______________.__..._..__.._____ 1,942,739 | 1,820,476
the prosecution of criminal cases by Service attor- Corporation 1,150,638 | 1,075,447
d Individual and fiduciary: :
. neys during the past 2 years is provided in the Prerefund audit . -"____._c_.elo.. 68,888 29,461
L followm g table Regular audit____.___.______________..__ 723 214 715,568
' Estate and gift tax i 254,802° 289,533
Employment tax (including withheld income tax).___ 13 150 54,081
Tax and penalty and number of tax years involved in - Exclse tax | e 44,080
criminal fraud case disposal From mathematical verification of income tax returns_.__ 207, 605 266,763
di P S From verification of estimated tax payments claimed. _.__ 103: 522 161,721
[Exclusive of wagering and coin-operated gaming device cases] From National Identity File..___.____________.__ 2,271 n.a.
From delinquent returns secured, total 262, 665 293,143
T; y -
Disposition X years Tax and penaity By district collection divisions. 206, 118 256, 566
— By district audit divisions.__._______._____________ 56, 547 . asn
1
%7 1968 1067 | e Claims disallowed, total___._______________________ 392,199 | 326,067
Totals______________ 3,628 3, & By district audit divisions____._________._______.__ 294,326 187,583
st 545 | 972,339,471 | $109,680,088 By regional appellate divisions. ... rmrmoo 97,873 138474
rosecutions_______________ 2,675 ,57 , , 360, .
All other closings®_._______ 953 2 373 §§, %3% §2§ 3;3?3}35 Delinquent taxes collected, total_______________________ r1,552,312 | 1,521,935

r Revised.
n.a —Not appllcable

ENFORCEMENT ACTIVITIES 31



Results from Direct Enforcement

Mathematical Verification Shows
Sizeable Increase

2,208

MILLIONS

From Taxpayer Delinquent Math
examination delinquent returns verification
accounts secured

collected
+28.5

% Change from 1967

—2.0

-2.2

Workﬂow in the Service and the
Courts B

Information on work processing at each adminis-
trative level for the years 1967 and 1968 is set forth
in the following tables. The data relates to actions
completed by the Service during the year, and do
not necessarily represent actions taken with respect
to returns filed in the years indicated.
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The unit of measurement beyond .the audit level
is on a case basis. A case may include a single tax
return for a single year, or it may include a number
of related returns and span a number of years.

Workflow in the Internal Revenue Service and the courts,
fiscal years 1967 and 1968

1967 1968
ltem
Returns
Tax returns filed, total . ooooneoeiaoaieeee 105,432,742 107,645,062
Individual income_ .. ..o wocaomoononnosas 72,228,773 73,838,802
Corporation income.... 1,526,209 1,622,605
Estate and gift___ ... 249, 810 257,786
Employment._ .. J| 22,039,001 22,322,718
EXeise. .-~ Jbo 1,641,752 ,556,705
Other iNCOMe. - - oo ocacccmcmmmmamcmmmmmm=n 7,752,197 8,046, 445

INCOME, ESTATE, AND GIFT TAXES

; ] ]
Number of returns examined (Includes Forms 990)..| 2,981,188

] : . 2,779,156
Returns with adjustments proposed by audit
VSIS, oo ieoooni oo nenoeee S 2,059, 340 1,838,715
Disposed of by audit d H
Agreed, paid, or defaulted 1,707,879 1,539,238
Surveyed claims.....—--.-- 291,310 248,255
Transferred to appellate_. 53,770 45,290
(1)1 11 PR S 6,381 5,832
. Cases
Civil cases
'[r:gtal. C 'f d in appellate. divisions. .. ----.oo---- 28,207 24,731
p y appellate d :
Agreed, paid, or defaulted ..o —-—-- 25,696 25,886
Courts of original jurisdiction: :
Tax Court: |
Tgtallpetltloned to Tax Courto oo ocemoee . 6,262 6,392
Dismissed.. . ..--cccmounne 315 215
Settied by stipulation_. ... 6,274 5,058
Settied by Tax Court decision.__ . 65! 611

Decided by Tax Court but appealed_.._____ 249 235
District courts and Court of Claims:
Total fied in district courts and Court of

ClaimS. . wooomeooioomonaacnoozie 1,436 1,403
Settled in district courts and Court of Claims_ 852 792
Decided by district courts and Court of -
C ClAIMS . e ame oo immmisacmmmeoe 541 586
Courts of appeals: .

Settled by courts of appeals decision_ .- 413 243
Favorable to Government.____ PR 283 170
Favorable to taxpayers. .- e 74 51

Modified. ..o oo SR, 56 22

Decided by courts of appeals but reviewed by

Supreme Court. .- oo 4 4
Supreme Court: .
Settled by Supreme Court decision ...~ 4 4
Fraud cases !
X - . 1,991 2,248
Disposed of by intelligence divi
. Prosecution recommended... . 1,010 952
P tion not recommended 981 655
Disposed of by Office of Chief Counsel:
Prosecution not warranted, including cases de-
clined by the Department of Justice_..._..__- 192 252
ProseCUtions. - - - cuovccmmnnecmmmmoammmmmmon 836 830
r Revised.

1 Includes excise tax cases.




Amounts of revenue involved at each level of the tax
system, fiscal years 1967 and 1968

[Millions of doliars]

Item 1967 1968
Internal revenue collections, total__._____________ 148,375 153,637
Individual income taxes, total_..________________ 69,371 78,125

Corporation income taxes_
Estate and gift taxes___
Employment taxes_.__._____.__
Excise taxes._.________ .~

INCOME, ESTATE, AND GIFT TAXES

Civil cases
Additional tax and penalties in cases disposed of in audit
divisions by agreement, payment, or default__.___________ 1,370 1,370
Additional tax and penalties in cases disposed of in appeliate
- -divisions by agreement, payment, or default________ 256 325
Adgitlgtnal tax and penalties determined by settiement in Tax & )
OUT . . 8

Dismissed______.________ ... 9 3
Decisions on merits____________7777 16 14
Additional tax and penalties in cases decided by Supreme
Courtand courtsof appeals___________________ 13 []

Amount refunded to taxpayers as a resuit of refund suits_____ 63 55
Fraud cases 1
Deficiencies and penalties in cases disposed of in intelligence
divisions:
Prosecution recommended.__________________ 44 44
Prosecution not warranted and cases declined by Depart-
ment of Justice___________________ e 28 65

tIncludes excise taxes.

Federal-State Exchange of Tax
Information Moving to
Computer Tapes

As a continuing effort to foster and strengthen tax
administration in general, ways were explored to im-
prove procedures for exchanging tax information
with the taxing authorities of State governments.
The furnishing to States of income tax data in mag-
netic tape form is the latest development in the long
standing  Federal-State Cooperative Exchange
Program.

Formal Exchange Agreements—A formal ex-
change agreement was signed with the State of
Alaska, and the existing agreement with the State
of Nebraska was updated. At the end of the year,
an agreement with the State of Georgia was under-
going final clearance; the conclusion of this agree-

ment would bring to 45 the total number of such
agreements in effect with States and the District of
Columbia, ’ '

Computer Tape Exchanges—Agreement was
reached with 27 States and the District of Columbia
for providing them with magnetic tapes of selected
data elements from the Service’s individual master
file. Tapes were made available to States on a re-
imbursable basis in accordance with 5 U.S.C. 140
and sections 7515 and 7809 of the Federal tax laws,
which authorize a user charge for such services. The
use of computers enables Federal and State govern-
ments to furnish each other information from tax
returns more efficiently and economically than was
possible under the manual means used in years past.
Participants in this first year’s program for the tax
year 1966 were: Alabama, Alaska, Arkansas, Cali-
fornia, Delaware, Georgia, Idaho, Indiana, Iowa,
Kansas, Kentucky, Maryland, Massachusetts,
Michigan, Missouri, Montana, Nebraska, New
Mexico, New York, North Dakota, Oklahoma,
Pennsylvania, Tennessee, Utah, Vermont, West Vir-
ginia, Wisconsin, and the District of Columbia.

In the effort to secure information necessary for
the development of programs for the more expedi-
tious exchange of tax data between the Service and
State tax agencies, questionnaires were sent to 108
State tax agencies and employment security agencies
to obtain basic information about the various types
of data procesing systems used by these agencies. Of
the 50 State tax agencies (including the District of
Columbia) responding to the questionnaire, 47
utilized computers in the administration of their
laws—44 States used magnetic tape and 3 used
punch cards only. Of the States with individual in-
come tax laws, all except one utilized computers for
processing such tax returns, Additionally, of the 51
employment security agencies, 30 used magnetic
tape and 21 used punch cards only.

Unauthorized Disclosures Subject to Prosecu-
tion—The availability of Federal tax information to
State tax officials under the exchange program is
authorized in laws enacted by Congress. Beginning
with the first excise tax on corporations in 1909,
Congress provided that State tax officials could have
access to corporation tax returns, and extended this
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inspection right to individual income tax returns in
1935. For over 30 years, Federal law has required
that income tax information be made available on
a confidential basis, to State tax officials directly, and
through them, to local tax officials to be used ex-
clusively for tax administration purposes. State laws
~and regulations reciprocate by permitting the IRS
to inspect State tax returns.

To protect the confidentiality of Federal tax re-
turns, section 7213 of the Internal Revenue Code
provides that “any officer, employee, or agent of any
State or political subdivision” who makes an unau-
thorized disclosure from Federal income tax returns
“shall be fined not more than $1,000 or imprisoned
not more than oné year, or both.” The fact that tax
returns and tax-related information are available to
States and through them to political subdivisions
does not change the confidential nature of income
tax returns. To insure the confidentiality of tax in-
formation supplied States and their political sub-
divisions, a joint Internal Revenue Service—State
review of the controls employed to safeguard against
improper disclosure of such information was initi-

ated. As a result, guidelines for States to follow in

the use and protection of tax information provided
on magnetic tape were approved for inclusion in
subsequent contracts, and when revisions to update
Federal-State exchange agreements are being con-
sidered, appropriate guidance on safeguarding tax
information will be included. ‘

Alcohol and Tobacco Tax Enforce-
ment Broadened on Several Fronts

Operation Dry-Up Extended

" The Service continues to direct its main thrust in
the alcohol and tobacco tax enforcement area

towards the total elimination of commercial illicit

distilling in the United States. Since the Service has
apparently been successful in the near climination
of the syndicate-backed illicit alcohol plants on the
eastern seaboard, the primary enforcement effort re-
mains localized in the southeastern States. In 1968,
86.2 percent of the illegal distilleries and 92.6 per-
cent of all mash were seized in the Southeast Region.

_ Five years ago the Service initiated an experi-
mental enforcement program known as “Operation
Dry-Up” in one of the southeastern States. After
extensive and careful evaluation of the results and
upon recognition of the value of this approach in
reducing the number of commercial type violations,
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the Service, in 1967 and 1968, extended Operation
Dry-Up to two other southeastern States. As the re-
sult of extensive investigations, attendant publicity,

- and increased cooperation from State and local law

enforcement  officers, - further inroads were made
against illicit liquor traffic. In the three States in
which Operation Dry-Up has been implemented, the
number of major commercial size illegal distillery
seizures (more than 2,000 gallons per run) in 1968
decreased by 24 percent from 1967. In addition to
reducing the tremendous loss in tax révenue to the
taxpayers from the production of moonshine whisky,
Operation Dry-Up has provided strong evidence

‘that it is directly responsible for increased sales of

taxpaid alcoholic beverages in the areas where it is
in effect. Thus, in addition to reducing the tax loss,
this enforcement procedure increases the tax reve-
nue, a double benefit for the taxpayer.

The increased pressure on the bootlegger has been
accomplished by the judicious use of Service man-
power. Success in sustaining the reduced number of
violations in the States in which Operation Dry-Up
has proven itself has been possible by maintaining
only the number of investigators absolutely neces-
sary to suppress the liquor law violator. The Service
has every reason to believe that the past successes
will continue in this enforcement endeavor.

Illegal distillery seizures and arrests decreased dur-
ing 1968 by 10.8 percent and 18.0 percent, respec-
tively. This decline is largely the result of .the
continuing success of Operation Dry-Up in retarding
illicit liquor traffic in certain areas of the Southeast
Region. An additional contributing factor ‘is the
diversion of limited manpower to the Firearms Pro-
gram and the Organized Crime Drive.

Organized Crime Drive Stepped Up

Fiscal year 1968 brought about the addition of
eight major metropolitan area investigations of
racketeering. Each, of these area-wide investigations
is directed toward syndicates, conspiracy groups, and
racketeers engaged in illicit liquor activities or sus-
pected of hidden ownership or concealed interest in
legitimate liquor enterprises. Efforts in this direction
were particularly successful in one major city area,
where undercover agents penetrated the Mafia orga-
nization to perfect several criminal cases. While
criminal - prosecution has not been possible in all
instanices, information has been collected and turned
over to State liquor commissions which have revoked
the State liquor licenses of several retail outlets, thus
depriving Cosa Nostra figures of their business
“fronts.” : : '



Investigation has been completed in 30 out of 38
investigations authorized under the Organized
Crime Drive Program, with prosecution recom-
mended in 19 of these cases.

Firearms Activity Advanced to
Major Enforcement Program

The increased activity in the administration of the
firearms laws parallels the rising concern on the part
of the general public over firearms, their use in
crime, and their control. This function has been ad-
-vanced to a high priority enforcement program.
Excluding the seven states which comprise the
Southeast Region, approximately 40 percent of total
special investigator manpower was expended on fire-
arms investigations during 1968.

The registration and taxation requirements of the
National Firearms Act are designed to deny the
criminal element lawful access to machine guns,
sawed-off shotguns and rifles, as well as other
“gangster type” weapons. The Federal Firearms Act
is intended to regulate the movement of firearms in
interstate and foreign commerce and, like the Na-
tional Firearms Act, has the underlying objective of
preventing criminals from obtaining firearms. Dur-
ing 1968, the Omnibus Crime Control and Safe
Streets Act became law. The weight of this law will
increase the firearms workload substantially in the
areas of: (1) “State Firearms Control Assistance”
(title IV) and (2) “Unlawful Possession or Receipt
of Firearms” (title VII). Studies are being com-
pleted that are aimed at determining the most effi-
cient means of adminigtering the new law in addi-
tion to the existing laws.

The Service is completing arrangements to assist
the Department of Defense in screening applications
to purchase surplus military firearms through the
civilian marksmanship program. Since May 1967,
a total of 24,066 applications have been screened
through local and state police agencies to determine
the suitability of the applicant to receive and pos-
sess firearms. Denial of 166 of these applications
has been recommended.

The decision of the United States Supreme Court
in U.S. v. Haynes, holding the registration require-
ments of the National Firearms Act unconstitutional
on grounds of self-incrimination, has made necessary
a reevaluation of criminal procedure as it regards
development of firearms cases. The H aynes decision
established that mere possession of an illegal un-
registered firearm does not warrant criminal prose-

cution. A case must now be built upon the establish-
ment of illegal transfer and/or manufacture,
which involves a more extensive investigation. In-
vestigations conducted under the firearms program
during 1968 resulted in 919 criminal cases submitted
for prosecution, up 27.6 percent from 1967, and 4n
these cases 449 arrests were made and 1,092 firearms
seized. :

In 1968 there were 33,786 firearms record in-
spections made at the premises of Federal Firearms
Act licensees. These inspections are designed to en-
courage voluntary compliance with the firearms
laws, both Federal and State, by persons engaged in
the firearms business. The inspections are also aimed
at controlling unlawful out-of-State purchases of
firearms by convicted felons and persons intent upon
avoiding the firearms permit or licensing require-
ments of States in which they reside. Stemming from
the firearms record inspections program, 5,652 refer-
rals were made to State and local authorities report-
ing possible instances of noncompliance with State
and local laws. Such referrals have continued to pro-
duce a high degree of cooperation between the Serv-
ice and the enforcement agencies receiving the
information.

Federal Assistance Rendered to States in Crime
Control

For many years the Service’s alcohol and tobacco
tax personnel have maintained outstanding liaison
with other law enforcement organizations, includ-
ing State and local agencies. An open exchange of
information has been a major contributing factor
in the success of law enforcement as it regards activi-
ties of mutual interest. Now, with ever increasing
emphasis by the Federal Government on assistance
to State and local governments in their fight against
crime, the Service has established a system for re-
porting accomplishments in this area. This reporting
should help intensify Service effort in maintaining
the highest degree of cooperation nationwide. Since
the program was instituted in September 1967, en-
forcement personnel have transmitted information
on 6,319 violations to State and local enforcement
authorities and to other Federal agencies. This does
not include 5,652 referrals made in conjunction with
the firearms record inspection program.

Militant Group Activity on the Rise

"The year has seen acceleration of activity in mili-
tant groups within the United States, with each
group posing a serious threat to the community be-
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cause of stockpiled firearms and explosives. Since
many of these weapons were acquired in violation
of the National and Federal Firearms Acts, an inten-
sive investigation has been made of each group’s
traffic in fircarms. As a result of these efforts, the
leaders of two such organizations were arrested and
successfully prosecuted for violation of Federal fire-
arms laws. Intelligence gathered as a result of these
investigations has been of tremendous help to local
iaw enforcement officers in controlling these groups
during critical situations within the community. To
illustrate, it was through these investigations that
three militants were convicted under State laws and
sentenced to long terms for conspiring to blow up a
police station, two private banks, and several public
buildings in a major U.S. city.

Seizures and Arrests Continue Decline

Investigative work in 1968 resulting in seizures
and arrests are compared with 1967 data in the
following table: '

Seizures and arrests for alcohol, tobacco, and firearms
violations

item 1967 1968

Seizures: ’

Distilleries number-___ 4,636 4,136

Stills at distilleries do. 6,608 5,899

Nontaxpaid distilled spirits. - ..---————__| gallons__ 131, 800 112,254

Mash._._ do 3,125,442 2,697,345

Vehicles number.. 1,650 1,375

Property (appraised value)... ... dollars._| 2,052,906 1,876,730
Arrests 1 b 6,507 5,338

1 Includes 449 arrests for firearms violations, 5 for tobacca violations, and none for
other violations in 1968 compared with 351 for firearms, 6 for tobacco, and 2 for other
vioiations in 1967. :

Note.—tncludes seizures and arrests in cases dopted, as well as originated, by the
internal Revenue Service.

Indictments and Disposals in Alcohol, Tobacco,
and Firearms Cases ’

Recommendations for prosecution were presented
to U.S. attorneys in a total of 2,627 cases involving
4,058 defendants as a result of actions taken against
violations of alcohol, tobacco, and firearms laws.
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A comparison of indictments and disposals for the
last 2 years is shown below.

Results of criminal action in alcohol, tobacco, and firearms
cases )

Number of defendants

Action

1967 1968

Indictments and informations__ __ oo oooieeienoon 3,830 3,462
Disposals, total. ... 3,705 3,625
Plea, guilty or nolo ¢ 2,590 2,636
Convicted after trial. 485 461
Acquitted. . o cmemmeemmmieeaena 161 147
Nol-prossed or dismissed.-... <~ oo —-coeenoocmoooaan 469 481

Chemical Analysis Gives Strong

Support to Law Enforcement

The National Laboratory applied scientific meth-
ods, such as atomic absorption spectrophotometry
and neutron activation analysis, to 2,200 samples
examined during 1968 in connection with criminal
cases. The samples examined were in the areas of
illicit alcohol production, firearms control, tax de-
pletion allowances, racketeering, art authentication,
and income tax. Athough the number of these
samples increased by approximately 25 percent over
last year, they were examined with no significant
increase in personnel. This was due to the develop-
ment of more efficient techniques and the installa-
tion of modern laboratory equipment, all of which
allowed the National Laboratory to render more
effective and timely service.

The National Laboratory and regional labora-
tories analyzed 8,120 samples of illicit alcohol during
the year. This represented a decrease from 8,710 in
1967 and 9,260 in 1966. In contrast, narcotic drug
samples examined over the past 3 years have in-_
creased from 6,400 in 1966 to 8,382 in 1967 and
11,500 in 1968.
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Distilled Spirits Regulatory Studies
Progress

In April 1967, the Service announced, after
receiving comments and suggestions from interested
industry members and evaluating the recommenda-
tions of the Distilled Spirits Standards and Labeling
Survey Committee, that a series of three public hear-
ings would be held to consider amendments in the
regulations in title 27, Code of Federal Regulations,
Part 5, “Labeling and Advertising of Distilled
Spirits.”

The first hearing was held in September 1967, and
considered industry petitions to amend the regula-
tions relating to the labeling of domestic whiskies
and neutral spirits, particularly as affected by coop-
erage. Under existing regulations, the traditional
American-type whiskies such as bourbon and rye,
must be matured in charred new oak barrels.

Canadian, Scotch, and Irish whiskies are aged
primarily in used oak barrels and are generally
lighter in flavor than the traditional American types.
In recognition of a growing trend of American con-
sumers toward lighter alcoholic products, and to per-
mit production of a lighter product which could
compete with imported whiskies, a new type of do-
mestic whisky, to be known as “light whisky,” was
authorized in January 1968. It must be distilled at
relatively high proof and stored in used cooperage.
The word “light” describes the distinguishing char-
acter of the whisky. Sale of the new type whisky will
not be authorized until July 1, 1972,

The second hearing was held in April 1968, and
considered substantive changes in the regulations in
areas (gin, vodka, label information, etc.) other
than those which were the subject of the earlier
hearing. At the close of the year a Treasury Deci-
sion was being drafted to dispose of the issues which
were presented at this hearing. In addition, prelimi-
nary work has started on the preparation for the
third hearing.
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Actions Taken Relating to Industry
Operations o o

AIcohblic Beverage Advertising Spot Checked

While it is not feasible to examine all alcoholic
beverage advertising disseminated at producing,
wholesaling, - and importing levels throughout the
United States, a sampling is made of advertising
published in selected newspapers and magazines-of
general circulation in various regions of the United

States. During the past fiscal year, advertisements in

18,856 newspapers and magazines were examined.

Distilled spirits are not generally advertised by
radio and television because of restrictions imposed
by the radio and television codes of the National
Association of Broadcasters and the voluntary ac-
tions on the part of members of the Alcoholic Bev-
erage Industry Trade Association. However, radio

- and television are employed for the advertising of .

wines and malt beverages. During the year, 1,185
broadcast or televised commercials were: reviewed.

At the request of industry; 990 proposed adver-
tisernents and proposed advertising campaigns were
examined to see if they were in compliance with
Federal law. Unlike labels, advertisements are not
required, under the staute, to be approved prior to
_ dissemination. : '

Labels To. Be Microfilmed

In administering the provisions of the Federal
Alcohol - Administration Act -and its related regula-
tions, the Service received and processed 58,170
applications for certificate of label approval during
1968. As a result of the difficulty in maintaining
files of this yearly volume, an employee suggestion
was accepted whereby the application and certificate
of label approval would be microfilmed. Based on
this employee suggestion a microfilm system was de-
veloped that would improve substantially the quality
of in-shop research and save valuable National
Office space. Coincidently, with development of the
microfilm system, the alcoholic beverage industry
developed a universal numeric code for alcoholic
beverages; thus, it was found that the product
identification part of the numeric code would be
~ ideal for storage and retrieval use in conjunction
with the microfilming system. A new application has

been designed to facilitate filming, and the industry

has been asked to submit all labels for approval on
the new form starting July 1, 1968.
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Offers in Compromise Processed

Twenty-three cases were closed upon the accept-

- ance of offers in compromise pursuant to section 7 of

the Federal Alcohol Administration Act (27 U.Ss.C.
207). These cases involved such matters as the fur-
nishing or giving of equipment, services, or things of
value to retailers, or paying the retailers for adver-
tising by alcoholic beverage permittees; practices
which are contrary to the provisions of section 5(b)
of the Act.

Permits Issued, Formulas Processed -

In the National Office, 42 permits to use tax-free
spirits and 28 permits to use specially denatured
spirits were issued to Government agencies. The Na-
tional Office processed 839 formulas for rectified

. products, including such products as cordials, cock-

tails, and blended whiskies, and 251 formulas for
wine; Of the 251 wine formulas approved, 88 were
for nonbeverage wines (such as cooking wines and
sauces) produced and withdrawn from bonded wine
cellars free of tax pursuant to Public Law 90-73,
which became effective December 1, 1967.

On-Premises Wbrkload:Cohtinues
Upward Trend

Tnnovations at distilled spirits plants during the
past few years have materially benefited plant
proprietors. Among recent major changes were the
increase in tax deferral periods from 10 to 15 days,
the introduction of the taxpayment-on-shipment
plan for distilled spirits, and changing the dates for
filing tax returns. to coincide with the end of the
calendar month, thus facilitating comparisons be-
tween necessary accounting records and records
maintained to meet Government requirements. The
assignment of inspectors (on-premises) to distilled
spirits plants is required by law and regulation, but
more and more of the responsibility for insuring that
operations comply with the law rests with the
proprietors of the plants.

The amount of distilled spirits tax determined
continued its historical upward trend with 227.7
million tax gallons of spirits being removed from
bonded storage upon determination of tax, an in-
crease of 2.9 percent from 1967 and 11.2 percent
from 1965. Production of -distilled spirits increased
from 873.0 million tax gallons in 1967 to 905.5
million tax gallons in-1968. Tax-free withdrawals



similarly increased, totaling 611.8 million tax gal-
lons as against 610.4 million tax gallons last year. In-
ternal revenue bonded warehouses had on storage
at the close of the fiscal year 1,149.9 million tax
gallons, an increase of 3.0 percent from June 30,
1967. Production of rectified products totaled 109.6
million proof gallons while 288.4 million wine gal-
lons of distilled spirits were bottled.

Excise tax collections from alcoholic beverages and
tobacco continued their historical upward trend. In
1967, total collections exceeded 6 billion dollars for
the first time in history. Fiscal 1968 collections from
these sources of 6.3 billion dollars set a new alltime
high.

Production figures for distilled sp1r1ts plants are
given above. At other revenue-producing plants pro-
duction was:. Breweries—117.5 million barrels (31
gallons each); Wineries—248.6 million gallons of
still and effervescent wines, 5.3 million gallons of
vermouth and 16.3 million gallons of other special
natural wines; and tobacco products factories 7.2
billion large cigars, 462.1 million small cigars and
570.7 billion cigarettes.

Inspection Program

The number of plants and facilities requiring on-
site inspections by inspectors decreased from 27,446
on June 30, 1967, to 26,783 at the end of fiscal 1968.
In addition, inspectors have been used during the
past few years to review the records of the approxi-
mately 100,000 Federal Firearms Act licensees. In-
spections completed during the 1965-67 period
were relatively stable being 30,552, 31,080, and
31,112 respectively for the 3 years. In 1968 two fac-
tors have affected total completions: First, a reduc-
tion in travel funds and in total man-years available
have reduced the time which could be devoted to

inspection; and second, the initial inspection of fire-
arms records has largely been completed in most of
the regions and inspectors are not being used as fre-
quently on these inspections. Man-years devoted to
inspection (including travel) were fairly well
stabilized during the 1965-1967 period with 249.1,
243.3, and 242.2 man-years respectively being so
used. These annual figures compare with 237.9
man-years devoted to inspections in fiscal 1968.

Chemical Analyses Made for
Regulatory Work

Over one hundred variations in materials are ex-

‘amined by the National Laboratory in conjunction

with industrial regulatory work. Among these are fer-
mented alcoholic beverages, distilled spirits products,
toilet preparations, lubricants, flavors, tobacco, and
food products containing alcohol. In carrying out
its regulatory functions, the National Laboratory
serves government by performing special research
functions and serves industry by providing technical
assistance in meeting compliance requirements,

During 1968, the National and regional labora-
tories analyzed 41,666 samples; an increase of 7.5
percent over last year. Analysis of 22,048 samples
was made in connection with regulatory functions.
'The remaining samples were required for law en-
forcement cases. (See p. 36.)

In the National Laboratory 4,379 formulas for
products manufactured with specially denatured
alcohol were examined along with 2,398 formulas
for nonbeverage food, flavors, and internal medici-
nal products and 10,568 rela.ted labels. The previous
year’s figures were 4,551, 2,600, and 13,412,
respectively.
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Legislative
and

Legal
Activities

Introduction

The legal work of the Service is performed in the
Office of the Chief Counsel. In the technical area,
the Chief Counsel renders opinions to officials of
the Service on substantive legal questions. The
legal staff prepares drafts of proposed regulations
implementing the tax laws and participates in the
rulemaking process involving these regulations. The
office also contributes greatly to the Treasury De-
partment’s legislative program. (See p. 42.) For a
discussion of the regulations program, see Chapter 1,
page9. :

The Chief Counsel represents the Commissioner
in trying and in helping to settle cases docketed in
the Tax Court of the United States. The legal staff
also furnishes advice relating to refund litigation,
collection litigation, criminal enforcement, alcohol
and tobacco tax, and firearms matters. Criminal
prosecution cases are shown under Chapter 4, En-
forcement Activities, page 31. Important court ac-
tions are included in the Appendix beginning on
page 84. Statistics on legal activities are shown in
tables 17-24 on pages 119 and 120.

Caseload Inventory Up Slightly

Caseload receipts in the Chief Counsel’s Office
during 1968 were 26,179, an increase of 197 cases
from 1967. Disposals totaled 25,950, down 735
cases from 1967. At the end of the year the pending
total caseload was 23,319, an increase of 229.

Civil Litigation

The Supreme Court rendered two decisions in Tax
Court cases during the year. The Court decided both
for the Government, reversing an appellate court
decision in one and affirming the other. The Su-
preme Court also rendered two decisions in tax re-
fund suits. The Government’s position was sustained
in both.

The Government won, in whole or in part, 192 of
the 243 civil tax cases decided by courts of appeal




(exclusive of collection litigation and “alcohol and
tobacco tax legal matters). See table 20, p. 120. In
the trial courts (Tax Court, Court of Claims, and
U.S. district courts) the record of Government wins,
losses, ‘and partial wins appears as follows:

Trial court cases won, lost, or partially won by the
Government

Taxes in litigation

[In thousands of dollars]

Court of District
claims courts

Tax Court

Action

1967 | 1968 | 1967 | 1968 | 1967 | 1988

Won..... .. 2301 213 32 48 | 269 301
Lost . b 84 35 19 127 150
Partially won -] 125(. 120 10 3 68 [1]
Percent won or partially won.__________ 82 80 55 3 73 n

Case Disposals by Office of Chief Counsel

Disposals Increased in All
Except Tax Court Area

NUMBER
OF CASES

11,654

1968
’ TOTALS
1968 25,950
1967 26,685
CHANGE  —2.8%
6,187
4,593 4,606

1,227 1,331 1,301 1,304

862 868

Collection ~ Tax Alcohol  Enforcement
litigation ~ Court and litigation
tobacco tax

Refund Other

In the trial or settlement of cases in the Tax Court
$227.1 million was successfully defended. In refund
suits in the Court of Claims and the U.S. district
courts, $40.1 million was successfully defended. A
total of $267.2 million of revenue was thus saved for
the Government in these cases. At the end of the
year $1.8 billion was involved in taxes and penalties
being contested in trial courts (see table below).

320-033 O - 69 - 4

Tax Court "
Status Total . Refund liti-
o gation
Deficiencies | Overpay-
: ments
Pending July 1.__._._.___. 1,633,067 | 1,148,272 49, 645 435,150
Received.____._ 613, 664 489,670 27,691 96, 303
Disposed of ... _..__________ 428,384 313,875 19,701 94, 808
Pending June 30.___._.____ 1,818,346 | 1,324,067 , 634 436, 645
Amount saved___.______.__ 267,175 215, 050 12, 068 40, 057

Tort Claims Activity Increased

The- Service acted on 152 administrative claims
under the Federal Tort Claims Act during the last
year. The Service also acted on 73 claims under the
Military Personnel and Civilian Employees’ Claims
Act of 1964. Claims under the Federal Tort Claims
Act increased approximately 15 percent and claims
under the Military Personnel and Civilian Employ-
ees” Claims Act of 1964 increased approximately 30
percent over the preceding year.

Collection Litigation Legal Servicés

Legal work relating to collection litigation matters
handled at the national and field levels increased as
compared to the preceding year. Case receipts for
1968 totaled 11,469 as compared to 11,288 cases
received in 1967. There were 11,654 cases disposed

“of in 1968 compared with 11,081 last year. Due to

the substantial number of case disposals, the inven-
tory of pending cases at the end of 1968, amounting
to 5,187, is down 185 cases from last year’s ending
inventory of 5,372 cases. With respect to case re-
ceipts, cases involving matters in court decreased by
357 in comparison to 1967. However, cases involv-
ing matters not in court, such as advisory opinions
and lien discharge applications, substantially in-
creased by 538 cases. In comparison to 1967, court
case disposals for 1968 decreased by 86 cases and
noncourt disposals increased by 659 cases. For de-
tailed statistics on case receipts and disposals, see
tables 22:through 24 on page 120.

Significant decisions by the Supreme Court and
courts of appeals during the year relate not only to
the collection of federal tax claims and liens but also
involve the civil enforcement of internal revenue
summons. These summons cases continue to be a
major area of litigation at the appellate level. Sum-
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maries of some of these cases may be found starting
at page 84.

Extensive legal services were also furnished in
connection with disclosure of information matters,
with requests arising under the Freedom of Informa-
tion Act (5 U.S.C. 552) which became effective
July 4, 1967.

Revenue Legislative Assistance
Provided

The Service continued an active role in the devel-
opment of legislation relating to internal revenue
matters by providing technical assistance to other
offices of the Treasury Department, to committees of
Congress, and on occasion to other executive depart-
ments. The technical assistance was performed in
several ways but principally by (1) preparing infor-
mation reports, technical reports, drafts of bills and
accompanying technical explanations and other data
relating to legislative matters, and (2) attending
public hearings and congressional committee meet-
ings. Much of this activity was directed toward leg-
islation which was enacted by the Congress during
the year, although some was pending at the close of
this year.

The Service carried out a number of research and
study projects to develop information about tax ad-
ministrative problems and to develop ways and
means of simplifying certain areas of the tax law and
to remove unintended benefits and inequities, Many
legislative suggestions were considered and evaluated
with detailed reports being furnished congressional
committees and others concerned.

Six draft reports and technical memoranda were
prepared for the Department on legislative proposals
in the alcohol, tobacco, and firearms area. The Serv-
ice prepared comments for departmental use on ten
other legislative proposals in connection with alco-
hol, tobacco, and firearms functions.

Important Legislation Completed During Year

The most important tax law enacted during the
year was Public Law 90-364, the Revenue and Ex-
penditure Control Act of 1968, which imposes a
10 percent annual surcharge on income taxes of both
individuals and corporations. For individuals the
surcharge is retroactive to April 1, 1968, while
for corporations the surcharge is retroactive to

January 1, 1968.
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Other important provisions of Public Law 90-364
are: (1) Significant changes were made in the stat-
ute relating to payments of corporate estim ated tax.
(2) Interest from industrial development bonds is
taxable, on and after May 1, 1968, under certain con-
ditions. Special specific exemptions are provided,
including an exemption for issues of $1,000,000 or
less. (3) Provision is made permitting a deduction
for an amount paid or incurred for advertising in a
political convention program in connection with the
nomination of candidates for the offices of President
and Vice President of the United States. (4) On or
before December 31, 1968, the President is to submit
to Congress proposals for a comprehensive reform
of the Internal Revenue Code of 1954. (5) The
excise taxes on telephone service and automobiles
were extended until 1970 with provisions for gradual
reduction and expiration at the end of 1972.

Congress enacted a number of other public laws
relating to tax matters, some of the more important
of which are listed below:

Public Law 90-59, extends the interest equaliza-
tion tax until July 31, 1969, and authorizes the
President to vary the rates.

Public Law 90-73, clarifies certain aspects of the
procedure for establishing exemption from interest
equalization tax for prior American ownership and
compliance.

Public Law 90-78, establishes rules to determine
entitlement to the personal exemption for children
of divorced or separated parents.

Public Law 90-225, allows the 3-year carryback
rule to apply to an unused investment credit created
by a net operating loss carryback from a taxable
year ending after July 31, 1967, and modifies other
provisions relating to corporate transactions.

Public Law 90-240, permits mortgage guaranty
insurance companies to deduct from gross income
amounts added to certain contingency loss reserves
under certain circumstances.

Public Law 90-248, modifies the Social Security
tax by effecting an increase in the ecarnings base
from $6,600 to $7,800 beginning in 1968.

Public Law 90-351 the “Omnibus Crime Control
and Safe Streets Act of 1968” contains several titles
which are of great significance in the law enforce-
ment activities of the Service. Title TV repeals the
Federal Firearms Act (52 Stat. 1250, 15 U.S.C.
901-910) and adds a new Chapter (Chapter 44)
to Title 18 U.S.C. regulating commerce in firearms.

Title VII prohibits certain persons from receiving,
possessing, or transporting any firearm in commerce
or affecting commerce.



Title VIII permits the United States to appeal
from pretrial orders granting motions for the return
of seized property or for the suppression of
evidence.

Title IX permits the issuance of search warrants
for property that constitutes evidence of a criminal
offense. This enlarges the lawful objects of a search
as set forth in Rule 41(b), Federal Rules of
Criminal Procedure.

Only one amendment to the alcohol and tobacco
tax was enacted. Public Law 90-73 amended Sec-
tion 5362 to permit the withdrawal free of tax of
wine, or wine products, when rendered unfit for
beverage use.

Pending Tax Legislation

A proposed bill to amend the National Firearms
Act was transmitted to both the Senate and the
House on June 12, 1968, by the Secretary of the
Treasury. The bill would overcome the adverse ef-
fect of recent decisions of the Supreme Court on the
administration and enforcement of the National
Firearms Act. It would also increase the rates of
tax, and extend the coverage of the Act to destruc-
tive devices.

Service Active in Firearms Legislation

The Service participated in the drafting of
S. I—Amendment Number 90, and H.R. 5384
which were introduced in the first session of the 90th
Congress to incorporate the President’s recom-
mendations for control over traffic in firearms. Hear-
ings on these bills were held by subcommittees of
both the House and Senate Committees on the Judi-
ciary. As the result of committee reports and Senate
floor action, the substance of these bills, with some
modifications (deletion of rifles and shotguns from
the major controls) were adopted as Title IV of the
Omnibus Crime Control and Safe Streets Act of
1968 (Public Law 90-351), which was enacted
into law June 19, 1968. Subsequently, the Service
collaborated with the Department of Justice in draft-
ing and forwarding to the Congress two additional
firearms control measures: H.R. 17735 and S. 3633
to bring long guns and ammunition under the con-
trols adopted by Public Law 90-351; and H.R.
18110 and S. 3691 to require Federal registration of

all guns and either State or Federal licensing of all
gun owners.

Legislative Implementations

The Service plays an important role in the imple-
mentation of tax laws after their enactment. It issues
news or technical information releases publicizing
the provisions of new laws and develops appropriate
amendments to the regulations reflecting legislative
changes. It revises tax forms and instructions, revises
publications, and issues special instructions and pro-
cedures to field offices.

Interpretative Activities

Interpretative activities remained at a high level
during the year. Cases formally referred by the As-
sistant Commissioner (Technical) and by litigation
divisions in the Office of Chief Counsel totaled 770
as compared with 761 last year, while dispositions
totaled 767 as compared with 749 last year. At the
close of the year the inventory of formally referred
cases totaled 271. In addition to these formal re-
ferrals, 550 revenue rulings were given informal
clearance during the year. The procedure for in-
formal clearance of revenue rulings was terminated
in the latter part of the year because the growing
volume of such revenue rulings was seriously affect-
ing ability to handle regular workload.

Legal Staff Increases

As of June 30, 1968, the Chief Counsel’s Office
employed 1,282 persons, with 649 attorneys and 633
non-attorney employees. This represents an increase
of 4 attorneys and a decrease of 26 non-attorney em-
ployees from last year. Attorneys are assigned to the
National Office and regions as follows:

Number of
Office attorneys
National Office........... ... i 247
Clentral REFION . .. oo st o s s s 52
Mid=Atlanic Reeion v esnomra s mm srsmamms 60
DADAWETE R EBTOR s st s B S S S SR S 58
North-Atlantic Region 71
Southeast Region................ 47
Southwest Region................ 42
Western Region. .. ....0vvrerveeninnernnaneaann 72
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Collections By Office
of International Operations
" (Millions of Dollars)

International
Activities

Introduction

Activities of the Service in the international
theatre embrace three major programs: (1) Admin-
istration of the tax laws as they apply to U.S. citizens
living abroad, nonresident aliens, and foreign cor-
porations; (2) negotiation with foreign countries
and administration of tax conventions established
to prevent economic double taxation of individuals
and corporations subject to taxation by two or more
countries, and (3) providing assistance requested by
developing countries in upgrading and improving
their tax administration systems. '

Foreign Tax Assistance

Since 1963 the Internal Revenue Service has been
extending a broad range of technical assistance serv-
ices to developing countries of the free world, at their
request. The program, which was established to help
meet the objectives of the Alliance for Progress, is
conducted by the Service’s Foreign Tax Assistance
Staff in collaboration with the Agency for Inter-
national Development (AID), Department of State.
In the operation of the program, the Staff also main-
tains close liaison with international organizations
having programs in the area of taxation, including
the Organization of American States, the Inter-
American Development Bank, the International
Monetary Fund and the United Nations.

Regional Self-Help Institution ldea Spreads

A fast-developing aspect of the program has been
the promotion of institutions for the exchange of
technical ideas, concepts, and experiences in tax
administration among the principal tax adminis-
trators of countries in a particular region. The proto-
type for such organizations, the Inter-American
Center for Tax Administrators, held its second an-
nual general assembly in Buenos Aires in May 1968,
and now has members from 20 countries of this
hemisphere.



. The President of the Center’s executive council
- for the current year is Dr. Raul E. Cuello, Director-
. General of Taxation from Argentina. The executive
council is composed of the Directors-General of
- Taxation from Chile, Mexico, Honduras, and the
;”Umted States, the latter represented by Commis-
. sioner Sheldon S. Cohen, the first and immediate
L past president. The Center has planned an expanded
- program for its second year’s existence, including the
L sponsorship of a seminar for directors of audit.

. The success of the Center to date has generated
E considerable interest in developing similar organiza-
| tions in other regions of the world, as part of the
. effort to institutionalize self-help in the tax field
i among the developing nations. The Service is assist-
- ing in the promotion of these organizations, and has
L participated in discussions concerning the potential
of similar organizations in both Asia and Africa.

Overseas Advisors Continue Vital Services

. The basic feature of the Foreign Tax Assistance
Staff program continues to be on-site advice and
| assistance rendered by long-term Service advisors
b assigned to overseas advisory teams. At present, there
L are 78 such advisors abroad who were reinforced
' this year by 33 specialists on 39 short-term (30-90
| day) assignments. Selection for overseas positions
e continues to be basically from within the Service,
e except for a few sales and real property tax advisors
| who were borrowed from state tax agencies and the
[ private sector.

ﬁ Of the 21 overseas teams, 16 are located in Latin
f America: Argentina, Bolivia, Brazil, Chile, Colom-
. bia, Costa Rica, Dominican Republic, El Salvador,
| Guatemala, Honduras, Nicaragua, Panama, Para-
. guay, Peru, Uruguay, and ROCAP (AID’s Re-
t gional Office for Central America and Panama).
¢ The remaining 5 teams are in India, Korea, the
| Philippines, Turkey, and Vietnam.

. Surveys of tax administration reform needs were
i completed in Guyana and Trinidad and Tobago,
- and in Haiti jointly with the Organization of Ameri-
£ can States.

1 Training of Foreign Officials Rece’ives Continued
. Attention

i The second basic aspect of the Foreign Tax
E Assistance Program is orientation and training in
: the United States for foreign tax officials. This year
i 302 officials from 48 countries visited the Service.
1 Over the past 5 years, 1,473 such officials have re-

ceived training and orientation in modern tax ad-
ministration policies and practices in the IRS.

An integral part of this activity is the Interna-
tional Tax Training Series (INTAX), which was
started in 1965 to provide seminars and courses for
decision-makers, managers, and supervisors of tax
agencies of the developing countries. Nine INTAX
courses were taught in Spanish, Portuguese, and
English for 106 participants this year. The remain-
ing visitors were provided training or orientation
specially designed to meet their particular needs.

A new phase of tax administration training was
initiated this year by the Chilean Internal Tax Serv-
ice’s Training School. The school, established in
1964 with the assistance of the Agency for Interna-
tional Development and the Service, expanded its
program this year to offer two training courses to
foreign participants, one in audit supervision and
the other in instructor training techniques. Thirty-
one participants from other Latin American coun-
tries attended the courses. This is a notable achieve-
ment by a Latin American country in assuming
regional responsibility and in furthering the self-help
principle of the Alliance for Progress.

During the early part of the year representatives
of the National Tax Administration Agency of
Japan made an in-depth study of the operation of
the Service’s Foreign Tax' Assistance Program, and
then established a similar program in Tokyo to pro-
vide training and technical assistance to the develop-
ing countries of Asia. In May 1968, its first training
course commenced with participants from Korea,
the Philippines, Thailand, Nationalist China, Ma-
laysia, and Ceylon.

One of the principal points of emphasis during
the five years of the Foreign Tax Assistance Program
has been to encourage the participating countries to
develop and institutionalize their own in-service
training programs. Encouraging signs of the success
of this effort are now evident. In Latin America in
1963, only one country had in-service training. Now,
15 countries of that region have such programs as a
permanent feature. During the past 5 years, the new
training institutions of these countries have provided
almost 10,000 man-months of training resulting in
about 16,000 course completions by tax personnel
of the countries. The courses have been concentrated
mainly in the crucial areas of audit, supervision, and
instructor training.

Assistance Rendered to Micronesia

A recurring aspect of the foreign assistance pro-
gram involves technical assistance to U.S. territories
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and possessions, including America Samoa, Guam,
and the Virgin Islands. During the year this assist-
ance was also extended, at the request of the Depart-
ment of the Interior, to Micronesia, a United Na-
tion’s Trust Territory for which the United States
is trustee,

Alcohol and Tobacco Tax Activity in
International Field Continues

A representative of the Alcohol and Tobacco Di-
vision attended, as chairman of the U.S. observer
delegation, a series of meetings of the Committee of
Senior Officials on Wines and Spirits of the Council
of Europe. Committee deliberations led to the draft
of a convention to define spirits and wines which,
upon adoption, will permit free movement of de-
fined products between the Council’s 18 member
nations. Approval of the convention by the Council
of Ministers is anticipated in September of 1968.
U.S. interests which were concerned with possible
restrictions on exports and imports and with recog-
nition of bourbon whiskey as a distinctive American
product were substantially served.

New Tax Conventions Negotiated

Attorneys from the Office of the Chief Counsel,
as representatives of the Commissioner of Internal
Revenue, assisted the Treasury Department in nego-
tiations with seven countries concerning bilateral in-
come tax conventions and with two countries
concerning bilateral estate tax conventions. In six
cases the negotiations took place outside the United
States.

On June 6, 1968, the Senate ratified (subject to
certain reservations) income tax conventions with
France, Brazil, and the Philippines. Instruments of
ratification of a supplementary income tax conven-
tion with Canada were exchanged on December 20,
1967, and instruments of ratification of an income
tax convention with Trinidad and Tobago were ex-
changed on December 19, 1967. Instruments of
ratification of a protocol to an estate tax convention
with Greece were exchanged on October 27, 1967.

International Operations Has Active
Year

Worldwide Assistance Given to U.S. Taxpayers

For the 15th consecutive year, the Service fur-
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nished worldwide tax assistance to U.S. taxpayers
living abroad. Participating in the 1968 overseas
taxpayer compliance program were 15 field agents,
6 office auditors and 3 assistant revenue service rep-
resentatives, who visited 126 cities in 50 countries,
plus Guam, Wake, Okinawa, and the Panama
Canal Zone. ‘

The Office of International Operations (OI0)
and The Judge Advocate General of the Army again
teamed up to provide classroom income tax instruc-
tion to some 850 servicemen at 13 military tax
schools in Canada, the Canal Zone, Europe, and
the Far East. Fourteen. of the OIO agents taking
part in the overseas taxpayer compliance program
also served as instructors. Military personnel com-
pleting these courses were assigned as tax assistors
within the military community. This joint effort on
the part of OIO and the Department of the Army
helped to expand the scope of the tax assistance
program by making available income tax advice to
upwards of two-thirds of the Armed Forces abroad.

The Service, continuing with its “self-help” pro-
gram, updated the document, Answers to Questions
Most Frequently Asked by U.S. Taxpayers Abroad,
first published in 1967. This booklet is available for
reference purposes in all U.S. embassies and consu-
lates abroad. During the 1968 filing period, tax
information in it was used in television and radio

_broadcasts and newspapers to assist the maximum

number of U.S. taxpayers abroad with their tax
problems. Additional steps were taken to assist over-
seas taxpayers through widely publicized tax
seminars and lectures held by the revenue service
representatives at their posts in England, France,
Germany, and Italy.

Overseas Posts Active

The Service maintains nine foreign posts in Bonn,
London, Manila, Mexico City, Ottawa, Paris,
Rome, Sao Paulo, and Tokyo. These overseas offices
are managed by revenue service representatives who
are responsible for specified surrounding geographi-
cal areas and perform functions for all branches of
the Service. These representatives assist U.S. citizens
overseas in complying with their U.S. tax responsi-
bilities and, as part of their normal duties, they audit
returns, collect taxes, and hold conferences. In ad-
dition, these representatives maintain close liaison
with tax authorities of foreign governments on the
administration of tax treaties, exchange of informa-
tion and other matters of mutual interest. 3

On January 18, 1968, the President issued a di-
rective establishing a four point program aimed at |



reduction in dollar expenditure abroad, general
streamlining of overseas operations and a reduction
in American personnel overseas. Under phase I of
this directive, “on-board” overseas strength of the
Office of International Operations was cut by
three persons, leaving a total complement of
eighteen technical and nine clerical employees at
the nine foreign posts. To achieve savings of 25 per-
cent in foreign travel funds, the overseas staffs lim-
ited their official travel on work assignments to cover
only the most essential program needs. Reduction
goals established under phase I were met during the
current year.

New Action Taken Under Foreign lnvest-ors Tax Act

Further implementing action was taken by the
Service during the year under the provisions of the
Foreign Investors Tax Act.

Nonresident aliens filing their U.S. income tax
returns for the 1967 tax year were introduced to a
new return, Form 1040NR. This return provides
for the new reporting requirements of nonresident
aliens under the Foreign Investors Tax Act, includ-
ing the new concept of “effectively connected” in-
come. Consolidated on this single Form 1040NR
are all the features of three prior Forms 1040B,
1040NB, and 1040NB-a. '

The Act changed some of the withholding tax
concepts concerning income received by nonresident
aliens. To familiarize withholding agents with these
changes, the Service distributed through the local
offices a new withholding tax booklet, Withholding
Tax on Nonresident Aliens and Foreign Corpora-
tions (Document No. 5582). Articles were pub-
lished in trade magazines and other periodicals
which reach withholding agents in the sports and
entertainment industries who may have unique
withholding problems. These articles alert withhold-
ing agents of their primary responsibility to with-
hold tax and advise them of changes in withholding
requirements made by the Foreign Investors Tax
Act. :
Beginning in 1968, deposits of tax required to be
withheld under Chapter 3 of the Code are now
accompanied by Form 512, Federal Tax Deposit,
Tax Withheld at Source on Nonresident Aliens,
Foreign Corporations, and Tax-Free Covenant
Bonds. Amounts deposited with the Form 512 are
credited’ against any tax due on the annual Form
1042 filed by the withholding agent. The quarterly
filing of Form 4277 is not necessary unless it is used
to remit amounts not previously deposited during a
particular quarter.

Joint Task Force Established to Study U.S.-
Possession Problems

The income tax laws of several U.S. possessions
mirror the Internal Revenue Code. Under this ar-
rangement, a dual law concept has developed and a

. separate taxing jurisdiction for the United States and

these possessions is recognized. Application of the
dual law concept has resulted in confusion among
taxpayers in filing returns and administrative prob-
lems to the Service, particularly where the income
is subject to tax in both jurisdictions. Recognizing
the need to resolve these problems, the Treasury
Department established a task force to study the tax
structure and make recommendations for an equit-
able solution. The task force includes representatives
from the Department of the Interior, Treasury, In-
ternal Revenue Service, and certain possessions.

increased Utilizatioh of Economists in Tax Cases

National Office economists have become increas-
ingly active in cases which require the development
of the economic aspects of allocations of income and
deductions among taxpayers under section 482 of
the Internal Revenue Code. A substantial portion
of the available manpower was utilized on active
court cases, many of which were prime cases involv-
ing economic issues such as intra-company pricing
and service fees.

Economists assisted attorneys from both the Jus-
tice Department and Chief Counsel in developing
economic evidence and issues for use in litigated
cases. An increasing need for economic advice re-
sulted in economists concentrating on large cases and
other priority matters.

Economists also assisted in preparing cases for
discussions between governments for relief of double
taxation under U.S. tax treaties. They further pro-
vided technical comment on drafts of the new section
482 regulations and related guidelines, and partici-
pated in the development of instructional material
concerning the economic content of cases developed
under the new regulations,

Compliance by U.S. Investors Abroad

The 1962 Revenue Act eliminated many tax
abuses involving U.S. direct investments abroad.
Consistent with this major change, a related statute
(section 6046) provided a procedure to measure
compliance of U.S. persons investing in foreign cor-
porations. Section 6046 requires that Form 959,
U.S. Information Return With Respect to the Cre-
ation or Organization, or Reorganization, of a For-
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eign Corporation, be filed by U.S. persons owning
a 5 percent or more interest in foreign corporations.
U.S. persons who are officers or directors in such
foreign corporations are also required to file. Re-
ports received under these provisions are used in
developlng Treasury and Service programs involv-
ing U.S.-foreign transactions.

As the fiscal year began, the Service had identified
31,770 foreign corporations in which U.S. persons
own at least 5 percent of the stock. During the year,
2,904 new foreign corporations were identified from
5,134 Form 959’s filed.

Expansion of Automatic Data Processing to OIO
Under Study

‘The Service’s automatic data processing system
is designed to handle a high volume of tax returns
having similar characteristics. The returns filed with
OIO by U.S. citizens residing abroad represent a
low volume operation with high complexities. For
the most part, these returns contain items not found
in returns filed by stateside citizens, which necessi-
tates data programs tailored to meet the characteris-
tics peculiar to these returns. Because of these
problems, the inclusion of OIO citizen returns in the
ADP system has been deferred.

Now that all stateside Form 1040 and 1040A re-
turns are in the system, a task force is studying the
problems that must be overcome in order that re-
turns filed from foreign areas can be processed by
the system.

Relief From Economic Double Taxation Provided

Revenue Procedure 64-54 provides for admin-
istrative relief from economic double taxation where
section 482 allocations are made between United
States controlling taxpayers and their controlled for-
eign entities. During the past fiscal year, 41 requests
for relief involving 114 tax years were received.
These requests involved over $32 million in income
allocations representing requests for tax offset total-
ing $3.7 million. During this same period, 28 re-
quests totaling $1.5 million in tax offsets were
approved and closing agreements executed.

Requests for relief under Revenue Procedure
64-54 require a detailed analysis of the respective
foréign tax laws to determine the treatment of the
allocated amount under such laws. Provisions of the
foreign tax law, such as the carryback and carry-
over provisions, can have a significant effect on the
amount of tax offset to be allowed. The relief pro-
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visions of Revenue Procedure 64-54 do not apply
for years beginning after December 31, 1964.

Increase Noted in Competent Authority Activity

Discussions with treaty countries involving double
taxation and other administrative matters constitute
an important part of the competent authority activ-
1ty under the treaties. There has been a 51gn1ﬁcant
increase in these activities in 1968, which is attrib-
uted to an increase in the activities of foreign tax
authorities, a greater number of U.S. businesses in-
vesting overseas, and a larger number of U.S. per-
sons res1ding abroad.

Further increases in competent authority claims
are antlcxpated since relief from double - taxation
under the provision of Revenue Procedure 64-54 is
terminating. For years beginning after December 31,
1964, taxpayers who are subjected to economic
double taxation due to section 482 allocations made
between related domestic-foreign entities, may apply
for relief to the competent authority, if a treaty coun-

“try is involved.

The competent authority cases received during
this past year included a variety of issues. Among
these were problems of source of income, dual resi-
dence, allocation of income and deductions; treat-
ment of income of missile base employees, taxation
of social security pensions, and situs of property in
estate tax matters. These cases required contact with
seventeen treaty countries during the year.

Foreign Investments in the United
States

United States sourced income not effectively con-
nected with the conduct of a trade or business in
the United States is subject to withholding tax at
source before it is remitted to the nonresident alien
payee. Withholding agents file Form 1042, which
summarizes all income payments and tax withheld.
Form 10428 is an information document which is at-
tached to the Form 1042 identifying the recipient
of the income, the nature and amount of income
paid and the amount of tax withheld. Tax is either
withheld at the statutory rate of 30 percent if the
recipient of the income is a resident of a nontreaty
country, or withheld at a reduced rate as prescrlbcd
by the particular treaty.

The United States has income tax treaties with 22
forelgn countries. Under the automatic exchange
provisions of the income tax treaties, the Service is



required to exchange information documents with
the treaty countries. During calendar year 1967,
“over 378,000 information documents were sent to
_treaty countries. In return, the Service received over
165,000 documents from treaty countries giving sim-
ilar information on income received by ‘United
States taxpayers from sources within these countries.
 The following table is an analysis of the tax with-
_ held from nonresident alien persons. The table shows
that persons from Canada, Switzerland, and the
- United Kingdom continue to be the largest in-
vestors in U.S. enterprises. The amounts in the third
column, headed “Tax From Foreign Governments
or Withholding Agents,” represents the additional
tax remitted to the United States in excess of the
effective treaty rate on income received by persons
not eligible for the reduced treaty rate of tax.

Tax withheld from payments to nonresident alien persons
of treaty and nontreaty countries, calendar year 1966

N Thousand dollars
Number of
information | Tax with- Tax from
Country documents | held by foreign Total
domestic govern- tax:
withholding | mentsor | withheld
agents withholding
agents
516,423 122, 857 22,559 145, 416
3,771 332 | 332
1,541 124 (0] 124
9,751 2,185
201, 882 28,582
, 852 185
365
14,443
Federai Republic of .
Germany______. e 18,703
Greece..... - 2,654
Honduras_ _ N
treland.. _. Z 3,251
Italy.... - 7,297
Japan. .__. . 2,062
Luxembourg.. . 2,293
Netherlands__ ‘5,223
Netheriands A , 684
New Zealand 8,305
Norway_ 4,387
Pakistan 171
Sweden_ 3,770
Switzerland_.._..__. e 3,058
Union of South Africa_._ .. 957
United Kingdom and
overseas territories-_.. .. 49,402 29,922 255 30,177
Nontreaty countries by forms
10428 il il 103,078 15,853 | ... 15, 853
Treaty and nontreaty cotin-
tries by coupon bond infor-
mation documents.___._.... 34,926 1,247 |l 1,247

1 Amount too small to report. Included in the totals on the first line, -
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Research Projects Geared to
Solutions of Administrative
Problems

Research activities continued to be directed  pri-

marily toward solutions to the myriad of adminis-
trative problems involved in both the present and
proposed tax systems. In the course of these activi-
ties, a variety of fact finding surveys and studies
were carried out to provide data for the solution of
these problems. While the chief objective of all
research projects was to effect increased taxpayer
compliance or an overall improvement in tax ad-
ministration, the impacts of proposed changes on the
taxpayer reporting burden were kept constantly in
mind; in fact, a significant proportion of research
activities was concentrated on improving instruc-
tions and tax forms to make the overall taxing proc-
ess more understandable and less burdensome to
taxpayers.

Studies to Measure and Improve Compliance—
Among the compliance-oriented studies conducted
were: (1) the continuation of prior years’ nation-
wide survey of taxpayer compliance in reporting in-
terest from the redemption of Series E Savings
Bonds; (2) a study of compliance among agricul-
tural workers in reporting wages; (3) a study to pin-
point characteristics of employers who fail to
comply fully with the requirements for withholding
and paying income and social security taxes; (4) a
study to determine the extent to which employers
comply with the Federal unemployment tax laws;
and (5) a followup on last year’s study of payees
who are required, but fail, to supply their taxpayer
identifying number to payers.

Assistance Provided in the Treasury Legislative
Program—Alternative administrative procedures
and their implications were developed and updated
throughout the year to provide assistance in the
formulation of Treasury legislative proposals or to
implement final Congressional actions. In connec-
tion with the Revenue and Expenditure Control
Act of 1968, alternative withholding rates andta-
bles were developed and their impact on relative



over- and underwitholding was measured in con-
i~ text with various effective dates for the legislation.
. Additionally, the administrative impact of other
legislative proposals were the subject of specific stud-
ies and detailed analyses or comments.

Systems Development Emphasizes
Design of the ADP System and
Reduction of Data Input Costs

Principal emphasis in the systems development
area continues to be placed on the short-range prob-
lem of improvement of data transcription methods
and the long-range problem of the design of a data
processing system to satisfy the requirements of the
future. Concurrently, several other studies of sys-
tems and equipment have been carried out in areas
of more limited scope.

Transcription Methods

The direct data entry system provides a means for
entering data from source documents directly into a
computer, validating the accuracy of the data by
means of the computer and signalling the operator
if corrective action is required. Advantages of this
technique over conventional key punching and key
verification operations include substantial reductions
in key stroke requirements, elimination of much
replication of effort in verification, simplified correc-
tion procedures and elimination of the card-to-tape
conversion operation.

A pilot installation of this system was successfully
tested in the Southeast Service Center. This small
scale (24 operator stations) version of the system
permitted the observation of operator performance
under actual production conditions, and the direct

comparison of productivity under the old and new.

systems on identical work. Analysis of the test results
indicate that the direct data entry system will in-
crease transcription productivity by more than 25
percent.

The pilot installation was designed to test human
factors and procedural concepts. It was also essen-
tial to validate the capability of the proposed equip-
ment to handle the processing requirements imposed
by several hundred operators, rather than the two
dozen operators on the pilot system. To this end, a
computer program was developed which can
simulate the performance of the full-scale system,
and which did indeed demonstrate that the produc-
tion system can handle anticipated work loads. The

afiso designed that it will have
continuing use. Paragadiric values describing opera-
tor performance, djg@ment characteristics and
equipment specifications can easily be altered, and
the “building block™ construction of the simulator
also permits the evaluation of the impact of changes
in systematic approaches or in programming tech-
niques. It is anticipated that the experience gained
in this simulation study will be put to use in many
further systems development projects.

simulation program -

Continuation of the Service’s Long-
Range Research Study—the
Taxpayer Compliance Measurement
Program

In 1962, the Service inaugurated a long-range
research study called the Taxpayer Compliance
Measurement Program (TCMP). It is designed to
provide scientifically collected data from which new
knowledge will be obtained concerning levels of
compliance, enforcement needs and allocation of
enforcement resources. TCMP also provides a relia-
ble data base for use in other Special Studies which
are an integral part of the Service’s Planning-Pro-
gramming-Budgeting System.

TCMP involves the major tax enforcement areas
of Delinquent Accounts and Returns and Individual
and Corporation Returns Filed.

Owing to the Fiscal Year 1968 budgetary reduc-
tion, the Service was forced to cancel a Delinquent
Accounts survey and a Delinquent Returns Farm
Business survey and postpone scheduled surveys of
Individual and Corporation Returns Filed. However
during 1968, results of the initial Individual Returns
Filed survey of 1963 individual returns filed in 1964
were used to develop a new computerized audit
selection technique. This new method uses an ad-
vanced mathematical classification technique, known
as discriminant function, to rank individual income
tax returns filed in decreasing order of urgency of
need of examination. When compared to other selec-
tion methods, simulation results indicate that the
new selection method will produce such positive
benefits as: (1) higher tax change yields from re-
turns examined, (2) lower audit classification and
related data processing costs, (3) fewer tax returns
audited with little or no tax change.

. The Service is installing the new audit selection

.method for the high volume, low-income classes of

1968 individual returns filed in 1969. The new
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method will be installed fof th@1969 medium and
high-income individual ret ]
In summary, TCMP is§ cfinti

tax administration. These decisions cover a variety
of areas such as size of enforcement resources
needed; the optimum selection of workload and the
related allocation of available resources; technical
areas where additional takpayer education is profit-

able and areas where new legislation seems desirable -

for improved tax administration.

Effectiveness of Planning-
Programming-Budgeting
Continues to Mature as Service
Management Tool

The Planning-Programming-Budgeting System
(PPBS) continues to be the Service’s management
tool for the examination and evaluation of major
program alternatives and the long-range planning of
Service activities, forecasting their accomplishments
and resource requirements. The PPB System was
refined to focus on major program issues, reducing
the amount of program planning material requiring
executive attention.

During this year PPBS analytical techniques were
not only used to project fiscal year 1969-1974 pro-
gram plans, but choices were also developed for
effecting the fiscal year 1968 appropriation recisions
with the least loss in tax revenue yields.

All Service studies and significant staff projects
were assigned relative priorities; controls were insti-
tuted to avoid any duplication of effort and to assure
that scarce research and staff resources are expended
on only the most vital studies and projects. Dye to
the fiscal year 1968 economy reduction, sharp tem-
porary curtailments had to be made to research
projects. \

Among studies which are continuing, research is
being conducted to establish alternative audit pro-
grams which are aimed at obtaining equity through
efforts directed at achieving equal compliance levels

among all classes of individual and business tax-

payers, as well as optimizing the tax yield repre-
sented by direct audit revenue and indirect effects of
enforcement on voluntary compliance with the tax
laws.
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50 Years of Statistics of Income

During fiscal year 1968, the Service released two
Statistics of Income volumes in the 1965 tax year
series, which represented the fiftieth consecutive year
of the publication of statistics with' respect to the
operation of the income tax laws as required by the
Internal Revenue Code. These two 1965 volumes—
one for individual income tax returns and the other
for fiduciary, gift, and estate tax.returns—will be fol-
lowed by reports on corporate and noncorporate
businesses to be released early in fiscal year 1969.

The first volume of Statistics of Income was for
1916, but it contained data for individuals back to
1913 and for corporations back to 1909, the initial
years of income taxation. In the succeeding 50 years,
the Statistics of Income program has developed from
a small report used for tax administration purposes
to a set of volumes containing many complex anal-
yses which also supply benchmark data needed for
economic and financial research. Great improve-
ments have been made in the type and quality of
data presented. The publication of the reports has
been speeded up, with further improvements sched-
uled through the use of more efficient methods,
including wider use of computer technology.

A list of Statistics of Income reports published
during the year appears on page 93. In addition to
the reports for 1965 mentioned above, some early
estimates of 1966 data were made available; how-
ever, not all of the information was in published
form. The highlights of the most recent data in each
area are:

1. Individual income taxpayers reported $468.5
billion of adjusted gross income for tax year 1966,
almost a 10 percent increase over 1965 and the
largest single-year increase under the current tax
law. Taxable income of $286.3 billion remained
after subtraction of exemptions and deductions.
While taxable income rose 12 percent over 1965, the
income tax before credits of $56.8 billion for 1966
was 13 percent greater than the preceding year.
Some summary data for 1966 are presented in the
table on page 53.

2. Advance estimates of financial data from busi-
ness tax returns for 1966 were delivered to the Com-
merce Department for use in revising the gross na-
tional product and national income accounts. The
first estimate of corporate net income for 1966 was
$88.8 billion, almost a 20 percent increase over the
$74.2 billion reported for 1965. Because of this



sharp rise in net income, income tax before credits
increased to $34.8 billion, almost 25 percent above
the 1964 figure, when lower tax rates under the Rev-
enue Act of 1964 were first put into effect. Tax re-
turn data also show that corporate business receipts
rose slightly to a new high of $1.2 trillion. In the
unincorporated sector, advance estimates for 1966
show that the 9.1 million sole proprietorships, Sched-
ules C and F, Forms 1040, had business receipts
amounting to $207.4 billion, a 4 percent increase
over 1965. Sole proprietorship net profit increased
by 7.7 percent to $30 billion. For partnerships,
business receipts amounted to $78.2 billion and net
profit was $10.4 billion, increases over 1965 of 6.2
percent and 7.7 percent, respectively.

3. Data on the income from estates and trusts
and the transfer of wealth through gifts and estates,
based on returns filed during 1966, show that:
Fiduciaries reported $8.5 billion of total income from
estates and trusts; almost $4 billion of gifts were
reported by individuals on gift tax returns; and

$21.9 billion of gréss estate was reported on estate
tax returns of decedents.

Tax ModeIsAid in Forecasting and
More Efficient Tax Administration

During each of the last 5 years, since the develop-
ment of the “Tax Model,” the Service has relied in-
creasingly on simulation models for tax research.
Three simulation models were developed in response
to the need for quick and reliable estimates of the
revenue effect of proposed changes in the tax law.
When the individual tax model proved its effective-
ness, similar models were developed for sole pro-
prietorships and for corporations. Each tax model
consists of a magnetic tape file containing a ran-
domly selected sample of taxpayer records, and com-
puter programs capable of manipulating these
records so that the tax (or other related items) on
each return can be determined under prescribed
conditions.

Individual income tax returns: Number of returns, sources of income, and itemized deductions

Income year
Item
1962 1963 1964 1965 1966
A. Number of returns (Thousands)

62,712 63,943 65,376 67,59 70,160
50, 092 51,323 51,306 53,701 56,709
12,620 12,620 14,069 13,896 13,451
26,451 28,154 26,910 27,872 28, 560
24,351 25,828 25,009 25,957 26,792

2,100 2,326 1,900 1,915 1,768
36,261 35,789 38, 446 39,724 41, 600
25,741 25, 495 26, 297 27,744 29,917
10, 520 10,294 12,169 11,980 11,683

(Million dollars)

Adjusted gross income, total ... ... ... 348,701 368,778 396, 660 429,201 468,451
Salaries and wages 2 - 283,373 299, 443 323,266 347,150 381, 067
Business, farm, and profession_ 23,925 23,872 25,628 27,953 30,258

_Dividends in adjusted gross inco 10, 640 11,452 11,917 12,961 13,998
Interest received 3. 7,155 9,212 10,125 11,296 13,225
Partnership_ ... 9,344 9,313 9,731 10,606 10,726
Capital gains_. 5,771 6,449 7,939 10,181 9,941
Other income 4 8,491 9,037 8,055 9,055 9,236

C. ttemized deductions (Million dollars)

Itemized deductions, total . o 41,661 46,053 46,832 50,739 54, 566
TS L - o e o o oot ot e et 13,045 14,071 17,468
Interest paid.. . . 10,274 12,457 14,971
Contributions. ... - 7,516 |¢Not tabulated 8,327 |}Not tabulated | 9,122
Medical and dent - 6,079 7,095 7,681
O 4,747 4,882 5,322

Note.-~Returns classified as taxable are those with income tax after credits.

1[ncludes returns with no adjusted gross income.
2 For 196263, reduced by sic{(
8 Except for 1966, excludes amounts reported on Forms 1040A

pay exclusion and certain employee business expenses. For 1964-1966 gross salaries are shown.

4 Reduced by self-employed pension deduction for 1963 and by self-employed pension deduction, sick pay exclusion, employee business expense deduction, and employee

moving expense deduction for 1964-1966.
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" 'The 1966 individual tax model contains about 80
income, deduction, and tax related items from each
of 86,610 Form 1040 and 1040A tax returns; the
1966 sole - proprietorship tax model and the 1966
corperation tax model will contain the same number
of data items for samples of about 130,000 tax re-
turns and 49,000 tax returns, respectively.

- During the past year the Service used the 1964
individual tax model to aid in estimating how vari-
ous.groups will be affected by the surcharge that has
just become law. In addition to their value as a fore-
casting -tool, the tax models provide information
about the characteristics, or profile, of groups of tax-
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-payers. Currently, for example, the 1966 individual

tax model is being used to isolate the characteristics
of the increasing number of taxpayers that are re-
ceiving large refunds. During the period covering
tax years 1964—1966, the number of individual in-
come tax returns with refunds has risen by 26 per-
cent, with an even sharper increase, 46 percent, in
the amount of refunds. The information provided
by the tax model will help the Service determine the
reasons for these increases and enable the develop-
ment of appropriate operating plans to fulfill the

-obligation to administer the tax laws as efficiently

as possible.



Cost Reduction and
Management improvement
Savings

(Millions)

anagement
Acivities

Service Sets Another Savings
Record

Since the Government-wide program for cost
reduction and management improvement was initi-
ated by the President 3 years ago, the Service
has documented and reported savings, as follows:

1966 $14. 4 million
1967 e $16.5 million
1968 $16. 8 million

The record high savings of $16.8 million attained
by the Service was achieved in the face of funding
limitations which resulted in the deferral of several
major projects. Adherence to an austerity budget
generated a large number of less significant actions
which, taken collectively, resulted in recurring sav-
ings. These savings are included in the $16.8 million
figure—which has not been offset by the adminis-
trative costs of various actions made necessary by the
expenditure reductions. :

Recognizing the continuing need for economy and
better management, the Service is challenging its
personnel to equal or exceed, during the next two
years, the outstanding results achieved last year.

Incentive Awards Recipients Recognized, Program
Revitalized

Thirty-two' Service employees were honored at
the Treasury Department annual awards ceremony
in September, three of whom received the merito-
rious service award.

Internal Revenue Service conducted a Service-
wide review of the incentive awards program in line
with recent appraisals made by Congress and the
Civil Service Commission. A complete revision of
the Service’s regulations. will be distributed early
in 1969. The new regulations are designed to im-
prove operations of the program, renew interest, and
enlarge participation by placing greater responsi-
bility in the hands of line management; reducing
delays in processing and evaluating; simplifying
procedures; and reducing the volume of paperwork
in justifying performance awards.
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Financial Management Meets
Budgetary Challenges :

The Service has made a concerted effort to get
maximum benefit from its available resources in ac-
complishing its work programs. This effort has in-
corporated the Planning-Programming-Budgeting
System and related Special Studies Program; the
Taxpayer Compliance Measurement Program; the
annual operating financial plan; the position man-
agement system; the master file automatic data proc-
essing system; reorganization and consolidation of
offices, and work planning and control of resources
to the lowest feasible operating levels.

For fiscal year 1968 the Internal Revenue Service
was authorized an increase of 1,445 positions and
$47.2 million over 1967. However, because of ex-
penditure restrictions of $16.2 million the Service
was unable to realize 1,212 of the man-years of work
planned for 1968.

Service Responds to Limited Resources

Service operations in 1968 were severely affected
by the reductions in Federal expenditures imposed
by Public Law 90-218. When the Service was first
warned of the cuts, almost all additional enforce-
ment personnel authorized in the 1968 appropria-
tion had already been hired. To lay off these new
employees would have had an immediate effect on
morale, and very likely would have permanently
damaged the Service’s ability to hire quality people.
Hence, cuts had to be taken in other areas, which
upset the balance of Service programs and opera-
tions.

The Service was forced to severely restrict subse-
quent hiring of both technical and clerical person-
nel. As attrition occurred, this caused considerable
imbalances among programs and geographic areas.

To keep things going, professionals had to be
assigned to lower grade work. Cuts in money avail-

able for travel not only eliminated important mana-
gerial and supervisory travel, but also cut signifi-
cantly. into casework travel. Training for the
Service’s managers, supervisors, and advanced tech-
nical employees was canceled. Enough relief was
allowed later in the year to permit the filling of criti-
cal clerical and taxpayer assistance jobs, performing
.of case-related travel, and covering cf some other
expenses directly rclated to tax enforcement
operations.

The Service is faced with even more stringent re-
strictions in fiscal year 1969. Top management of-
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ficials took early note of this, and began in the fall of
1967 to prepare the Service for a balanced opera-
tion in 1969. To avoid the loss of adaptability and
flexibility that occurred in 1968, severe restrictions
were imposed on the advance commitment of new
employees to fill vacancies and cover anticipated
attrition in technical enforcement jobs. Supplemen-
tary controls and more timely reporting were estab-
lished. Simplified and streamlined methods of re-
porting and control, with less detail, and between
higher levels of management, have helped insure that
resource management decisions are made promptly,
and that plan managers have the flexibility to re-
spond realistically to the shortage in resources.

The distribution of obligations in fiscal year 1967
and 1968 is shown below. For more detail by appro-
priation and activity, see table 26, page 122.

Appropriations and obligations

[in millions of dollars}

Appropriated Obligated Percentage
S obligated
Appropriation

1967 | 1968 | 1967 | 1968 | 1967 | 1968
Salaries and expenses__.___..... 18.9 19.9| 18.8 19,6 | 99.5( 98.5
Revenue accounting and processing| 173.0 | 179.4 | 172.6 | 178.9199.8 | 99.7
Compllance .................... 473.2 | 496.8 | 472.5 | 496.1199.9 | 99.9
.................... 665.1 | 696.1|663.9 | 694.6 | 99.8 | 99.8
Increase 1968 over 1967 ..______|.___.. +31.0 | +30.7 |-

! Includes adjustments for appropriation transfers and pay increase
supplementals.

Man-years authorized and realized, by appropria-

tion for 1967 and 1968 (exclusive of reimburse-
ments) are compared below:

Man-years authorized and realized

Authorized Realized Percentage
Appropriation realized

1967 1968 1967 1968 | 1967 | 1968

Salaries and expenses......... 1,484 | 1,479 | 1,459 | 1,497 | 98.3 101.2
Revenue accounting and proc-

OSSING. e eeeeceenae 21,201 | 21,948 | 22,012 | 22,887 |103.8 | 104.3
Compliance. ... ....._. 42 624 | 42,609 | 42,332 | 42,866 | 99.3 | 100.6
Total oo 65,309 | 66,036 | 65,803 | 67,260 |100.8 | 101,9
Increase 1968 over 1967 .. _focnoono- 4727 oo 41,457 | |emeaa-

For more detail by appropriation, by activity, and
also obligations by districts, regions, and National
Office, see tables 25 and 26 on pages 121 and 122.

Financial Management lntern Program Started

The Financial Management Intern Program was
developed during fiscal year 1968 as a means of




identifying, recruiting, and training promising col-
lege graduates who have majored in business ad-
ministration, finance, accounting, computer science,
or related fields for careers in Federal financial
‘management.

Entering interns are given one year of training
to equip them for trainee staff positions as computer
system analysts, systems accountants, or budget
analysts in the National Office.

Three interns were hired for the first year of the
program and another was scheduled to enter on
duty in late summer. Selections were made from the
Federal Service Examination Register, coupled with
some thirty on-campus interviews at several colleges.

On-Site Review of Financial Plans Improved

A new approach for reviewing proposed regional

Liomnmninl \ Py Ay 1 1 3 3
financiai pians réa uced on-site review time in the

regions from 10 to 4 days. Also, in lieu of a three-
member on-site review team, the proposed plans
are reviewed first in the National Office; then only
one senior budget official makes the on-site review.
Under the new approach, each National Office
budget analyst examines the proposed financial plan
within his area of budgetary responsibility and de-
velops a point list for use in briefing the review offi-
cial who will make the on-site review. A copy of this
list is also supplied to the region so that they also are
prepared for the review. As a result the quality of
review is improved and, in addition, this approach
yields a saving in travel funds.

Computerized Payroll System Expanded

Since 1963, the Service has added payroll opera-
tions for other Treasury components, namely, Bu-
reau of Customs, Exchange Stabilization Fund, Sav-
ing Bonds Division, and Office of the Secretary to
its already automated payroll system. With the
pending conversion of Secret Service manual pay-
roll operations to the Service payroll system, total
accounts serviced by this system will approximate
90,000 during peak employment periods.

Accounting for Centralized Training Revised

Procedures to decentralize the accounting for
centralized training programs were developed dur-
ing the year for implementation at the beginning of
fiscal year 1969. While maintaining adequate fund
control, these procedures will eliminate duplication
of recordkeeping at the national and regional offices.
The final result will be an overall reduction in the

320-033 O - 69 -5

detailed recordkeeping necessary under former pro-
cedures for accounting for these costs.

Direct Mailing of Salary Checks Scheduled
An automated system has been designed to mail

salary checks directly from the regional disbursing .

center. Under this system each employee is given
the option of having his pay check mailed to a bank
or other designated address or receiving his salary
check by personal delivery. Because of fiscal con-
straints during 1968, the Service was unable to
implement the direct mailing system last year as
planned. The system is now awaiting computer pro-
graming and it is anticipated that it will be put into
effect during 1969. Plans also call for expanding
this direct mailing system to include U.S. Savings
Bonds and Savings Notes.

Personnel and Training Programs
Focus on Individuals and
Occupations

The personnel programs of the Service during the
past year have emphasized meeting the needs of indi-
viduals while still providing broad services to the
organization. Major accomplishments were made in
the areas of redeployment, recruiting, equal employ-
ment, and occupational studies. During the last year,
after several years of intensive planning, the pilot
region completed ADP redeployment involving
1,000 employees; goals for increased quality of re-
cruits were met in a highly competitive labor mar-
ket; active Service participation increased in a wide
variety of equal employment programs; and plans
were completed to study and make improvements in
the structure of several Service occupations.

Pilot Region Successfully Completes ADP

‘Conversion Program

Since the beginning of the data processing con-
version in 1962, the Service, through its redeploy-
ment program, has made every eflort to minimize
any adverse impact on affected employees. The re-
deployment program involves constant planning of
training and placements, making full use of actions
made possible by attrition in the workforce.

As a result of concentrated redeployment efforts
throughout the conversion period, the Southeast
Region was able to redeploy practically all of the
original manual processing workforce of over 1,000
individuals without resorting to involuntary sepa-
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rations, transfers or downgradings. Of the 155 em-
ployees remaining as of the final phase-out of
manual operations, 85 were placed at their perma-
nent grade; 14 were placed at a higher grade; 43
were placed at a lower grade; 3 transferred to service
centers; and 10 retired. No involuntary separations
were required.

In line with Southeast’s favorable end-of-line
conversion, the Servicewide redeployment program
also has been continuing successfully. There are only
about 2,000 employees remaining to be redeployed
out of the initial 12,000 employees affected. The
10,000 employees have been redeployed without re-
sorting to any adverse personnel actions or involun-
tary transfers. It appears that all remaining re-
deployment can be accomplished with minimum
adverse impact.

Recruitment Followup Goes Into Second Phasé )

The Service in June launched phase 2 of its Re-
cruitment Followup Program designed to provide
the Service with an on-going assessment of its major
recruitment, selection, training, manpower utiliza-
tion and appraisal systems. Phase 1, begun in Jan-
uary 1965, provided personal background data (in-
cluding oral interview results, test scores, grade point
average, college major, and experience) on all ap-
pointees in seven major enforcement positions. Phase
2 will record followup data over a period of years
on most of these appointees, so that the phase 1 data
may be analyzed in terms of success in training,
on-the-job performance, and separations.

The system is designed to produce reliable an-
swers to a wide variety of manpower questions which
are important to all levels of management. For ex-
ample: How many semester hours in accounting are
required for quality performance in a particular oc-
cupation? Do business majors make better revenue
officers than liberal arts majors? Can higher start-
ing salaries be justified to the Civil Service Com-
mission? Which occupations are suitable for junior
college graduates and how do these recruits compare
with those coming from four year colleges? How ef-
fective are our various training programs? Some
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equally important questions involve the turnover
situation. For example: Why are people leaving the
Service, how many, and how does the current situa-
tion compare with previous years? What are the
grade, regional, occupational variations? Complete
information necessary for answering these questions
should be available starting July 1969.

Technical Recruiting Peaks Level Off

The task of finding or reassigning qualified per-
sonnel for professional positions has been quite chal-
lenging for the past 3 years, and in 1968, a year of
relative austerity, appreciable gains were made, espe-
cially in the number and quality of revenue agents
and tax technicians. A substantial number of previ-
ously committed positions was filled early in the year.
However, during the last 6 montbhs of the year, rela-
tively few persons were recruited for enforcement
positions due to budgetary reductions and resulting
controls on college recruitment. Some campus con-
tacts continued with students, faculty and placement
officers but travel and other budgetary restrictions
required that these be limited.

The concentration in seven service centers of re-
turns processing operations formerly performed in
58 district offices resulted in a heavy demand on the
service center labor markets. To secure 15,000 sea-
sonal employees to fill the card punch operator,
clerk, and tax examiner positions required to process
1967 tax returns, over 100,000 applications for em-
ployment were obtained and processed. In an in-
creasingly tight labor market, especially for clerical
employees, expectations are for continued keen com-
petition in the immediate years ahead.

Detailed information about several Service pro-
fessional positions was added to that already pub-
lished in the Internal Revenue  Service’s College
Recruiter’'s Handbook. This information, and the
nationwide recruitment concept, help Service re-
cruiters meet the various recruitment needs of all
Service offices, regardless of location.

Man-years realized during each of the past 2
years and employees on rolls at the close of 1967 and
1968 are shown in the following table:



Personnel summary

Man-years Number on.rolls
X realized at close of year
Location and type :

1967 | 1968 | 1967 | 1968
Service, total.______ U 65,‘946 67,574.| 65,122 | 65,177
Permanent_ ... _.oileeoeo- 58,628 | 60,412 | 58,640 | 59,517
- Temporary__ oo 7,318 | 7,162 | 6,482 5,660
National Office__....._ . ... 13,894 | 13,967 | 3,862 3,700
Field service, total 2. _ ... .. ___._. 62,052 | 63,607 |- 61,270 | 61,477
Data proc¢essing, total ... ___________.__ 20,378 | 21,447 | 19,468 | 19,585
Collection, total . ... ._..__... 10,268 | 10,213 | 10,029 9,951
Revenue officers. ... ____._.________ 6,097 | 6,278 | 6,027 6,030
Other_ .. 4,171 | 3,935 | 4,002 3,921
Audit, total . _____.___ .. 20,560 | 21,155 | 20,824 | 21,154
Revenue agents_.____..__._.._._.__.. 12,878 | 13,430 | 12,882 | 13,061
Office auditors and tax technicians_._.| 3,121 ,147 1 3,145 3,001
Other3 .. 4,561 4,578 | 4,797 5,002
Intelligence, total ______________________ 2,346 | 2,386 | 2,330 2,388
1,768 | 1,740 1,731
617 640 657
Alcohol and tobacco tax, total _____..__._. 2,611 | 2,607 | 2,637 2,610
Investigators_ .. ____ ... _____._.___ 964 981 968 985
Inspectors—general._.________..___._ 444 434 442 416
Inspectors—on premises........_._. 416 418 426 | 414
Other— ... 787 174 801 795
Appellate, total 1,623 | 1,658 | 1,596
" Appellate conferees n 731 696
uditors_________. 161 162 152
ther. ... 145 765 748
Administration 2,71 2,785 2,134

Regional Counsel....._.__.___.._..____ 752 782 7

Regional Inspection____.____._____..._.. 658 683 713 678

1 [ncludes terminal leave man-years for entire Service.

2 ncludes Office of International Operations, National Computer Center, and IRS
Data Center.

3 Includes overseas employees hired locally (7 in 1967 and 3 in 1968).

Cooperative Work-Study Program

Students majoring in accounting as undergradu-
ates may work part-time during the year and full-
time during summer training for eventual careers
with the Service after graduation. This work-study
program for accounting undergraduates continued
to grow in coverage and effectiveness in competing
with other employers. One hundred and thirty-one
colleges and universities have entered into co-op
agreements with district offices since the program be-
gan in June 1966. In the academic year 196768,
46 high-quality co-op students who completed the
program accepted offers of career employment with
the Service.

Field management support for the program also
has grown, and the Service will enter the academic
year 1968-69 with about 91 participating co-op
students. Plans made to discuss the program with
additional colleges and to increase the number of
students participating were deferred temporarily,
due to financial limitations. However, the co-op pro-
gram is expected to double or triple in the next sev-
eral years.

Maximum Utilization of Skills and Training Refined

The Service has diligently pursued the goals of
Operation MUST (Maximum Utilization of Skills
and Training) since its adoption in 1966, and has
further defined these goals in terms of specific pro-
grams. MUST is a Governmentwide drive aimed
primarily at countering the effects of labor market
shortages while, at the same time, possibly providing
increased opportunities for the disadvantaged.

Following 2 years of pilot efforts in three regions,
the Service is announcing a Servicewide Enforce-
ment Technician Program—a recruitment and
training program designed to hire GS—4 trainees
who will be targeted following one year of training
for several different technical enforcement positions.
More than thirty GS—4 trainees were hired in the
three pilot regions. Most of them since have been
promoted as GS-5 revenue officers or tax
technicians. ' :

A successfully concluded National Office pilot
program for hiring and training GS-1 and GS-2
office aids will serve as the basis for a Servicewide
effort this year.

Other MUST projects underway or in the plan-
ning stages include: (1) A plan for hiring high
school graduates who are among the top ten percent
of their graduating class, have been accepted by

“colleges, and require financial assistance (they will

be employed during Christmas, spring, and summer
vacations); (2) a possible program for testing,
counseling, and training other employees to insure
the maximum utilization of their skills and potential;
and (3) participation in the Civil Service Commis-
sion’s effort to assist qualified recent veterans in a
program of combined education and work.

Minority Hiring Increases

Negroes comprise 10.3 percent of the Internal
Revenue Service workforce, a figure which is close
to the estimated percentage of Negroes in the total
U.S. population. Further, considerable progress has
been made in appointing and promoting Negroes to
higher level jobs. Even though Negro employment
has decreased in grades 14 due to ADP redeploy-
ment, the most recent report shows the following
changessince June 1965:

Percent
Grade Increase increase
58 e 469 41
[ O 7 1
12-18 77 44

The above minority group employment increases
are reflected in recruitment for technical positions;
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for example, nationwide recruitment of Negro ac-
countants for revenue agent positions in the 1966—
1968 period increased by 138 percent over the prior
period of 1963-1965.

During the year all field offices and the National
Office prepared reports on significant developments
in the Equal Employment Opportunity Program.
The objective was to obtain a Servicewide picture
of all accomplishments to date. The reports indicate
that significant steps have been taken by operating
officials to promote the program and that efforts to
recruit minority group members are positive in
nature. _

Many means are being used by field offices to in-
volve themselves in community problems. Methods
used include: cooperating with other Federal and lo-
cal employers through the Federal Executive Boards
and Associations and other similar groups; conduct-
ing EEO seminars for supervisors and managers;
recruiting at colleges and high schools that enroll a
substantial number of minority group members, and
using minority group employees as members of the
recruiting team whenever possible; maintaining con-
tacts with minority group organizations through per-
sonal visits, correspondence, and telephone calls;
participating in career days, job fairs, and conven-
tions held by minority groups and schools; contact-
ing school counselors and students to discuss educa-
tional and employment qualifications, careers, and
youth motivation; and counseling minority em-
ployees on such matters as promotion, self-develop-
ment, quahﬁcatlons and career plans.

Service efforts in equal employment were noted as

“one of the most effective programs” in a review of
the book, The Negro in Federal Employment: The
Quest for Equal Opportunity, which appeared in
the December 1967 issue of the Monthly Labor
Review.

Special Emphasis Programs Broadened

Over the past few years, the Service has rapidly
increased its programs to provide employment for
economically and educationally disadvantaged
young people. These programs, funded largely by
sources other than the Service, provide each en-

rollee with direct financial benefits and an introduc-

tion to the world of work. Because many of the
young people hired are 1nexper1enced a major aim
is to increase knowledge of and motivation toward
opportunities in Government and business.

This year, as in the past, the Service served as
both host and employer of disadvantaged youths. A
variety of employment programs, most of which
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were created by the Economic Opportunties Act of
1964, gave the Service the opportunity to provide
meaningful and constructive employment.

In cooperation with State and local agencies and
educational institutions, the Service was host to dis-
advantaged young people who needed employment
to continue their education and to those who had
dropped out of school and needed to develop skills
for future full-time employment.

The Service in June had hired 1,345 of the disad-
vantaged under the Youth Opportunity Program.
All were between ages 16 and 21 and had demon-
strated their need for employment to continue their
education. Many district and regional offices actively .
participated with community and educational or-
ganizations to locate candidates for Service positions.
In many instances, Service officials were members of
special committees for employment of disadvantaged
youngsters.

To help the enrollees compete in today’s complex
working society, each appointing office designed and
conducted its own formal and informal training pro-
grams. Both kinds of programs included counseling
opportunities. For example, in San Francisco the
Service joined with other Federal agencies on “The
Mayor’s Committee” to hire and train the econom-
ically disadvantaged. The Service hired fifteen per-
sons, mostly from Hunters Point, as youth trainees.
They served under temporary appointments and
were given training in writing, speaking, and mathe-
matics to help them pass the Civil Service’s office aid
examination. This was followed by negotiations with
the San Francisco School District to develop a pro-
gram for all the underprivileged hired by Federal
agencies in the Bay area.

All Service supervisors receive a booklet on super-
vising the disadvantaged entitled “Adjusting to the
World of Work.” This special guide developed by
the Service for its supervisors was reprinted by the
Civil Service Commission and distributed to other
Federal offices. The Vice President also asked for
copies which he sent to the National Alliance of
Businessmen and other groups through the Presi-
dent’s Council on Youth Opportunity.

Service Recognized for Employing the Handicapped

Equal employment, in the Service, means oppor-
tunity for everyone. This year there has been special
success in the hiring and training of the handi-
capped. Civil Service Commission Chairman John
W. Macy, Jr., honored the Service with two awards:
one to the agency and the other to an individual em-
ployee. Both awards were presented at the June 1968



Conference on Federal Employment of the Handi-
capped for outstanding cooperation in this area.
Cited specifically were the Service’s expansion of em-
ployment possibilities for the blind, and its model
issuances on the employment of the blind and
the mentally retarded.

Joseph Hunt, Commissioner of the Social and
Rehabilitation Service, Department of Health, Edu-
cation, and Welfare, said of the program, “The
initiative of Internal Revenue Service in Washing-
ton and the active cooperation with our State Voca-
tional Rehabilitation agencies is a model not only
for government agencies but for other employers
as well.”

A successful pilot program in the Little Rock Dis-
trict employed two blind taxpayer service representa-
tives upon completion of their training under an
initial $10,000 grant from HEW to the Arkansas
Enterprises for the Blind. One of these individuals
was especially outstanding and was subsequently
promoted to the position of tax examiner. At year’s
end, plans were launched for greater use of the
Arkansas Enterprises facility to train taxpayer service
representatives. Chances were excellent that the Re-
habilitation Services Administration would give the
Arkansas Enterprises for the Blind a 3-year, $100,-
000 grant to train a minimum of 50 blind persons
for the Service.

Service centers are among the leading employers
of the handicapped within the Service. For instance,
the Governor of Massachusetts honored the North-
Atlantic Service Center with a Citation for Meri-
torious Service, largely for its achievements in the
employment of the mentally restored. Under the

leadership of its Director, Irvin S. Osborn, the -

Southwest Service Center has employed 247 handi-
capped employees since the start of the program, in-
cluding 32 totally deaf and 23 partially deaf. This
figure comprises approximately one-fifth of the Serv-
ice Center’s employment. For his devotion to the
program for hiring the handicapped, the Director
received the John E. Fogarty Public Personnel
Award.

Other Civic Responsibilities Met

For many years, the Service has carefully con-
trolled “moonlighting,” outside employment. The
aim is to avoid conflict-of-interest situations, real or
apparent, and additional duties that could preclude
a full day’s effective performance for IRS. However,
the Service has recognized the element of social re-
sponsibility in this area. In the last two years, the
Service twice liberalized its regulations to encourage

qualified attorney employees to give free legal service
to the poor where there is no conflict with Service
objectives and interests. _

As another aspect of civic responsibility, the Serv-
ice has authorized up to seven days paid absence
from duty, without charge to leave, for employees
called to emergency National Guard duty during
civil disturbances. The step was taken because mili-
tary leave, by Federal regulations, cannot be used
for this purpose.

Career Systems Further Developed

The Service is continuing to develop and imple-
ment improvements in its career programs. This
effort is aimed at complete coverage of all major
occupations by career systems for the identification,
development, and selection of qualified employees
for technical, professional; and supervisory advance-
ment. Individuals will benefit from having a variety
of avenues for development and advancement avail-
able to them, while the Service will benefit by being
able to utilize employees in jobs which take the
greatest possible advantage of their talents.

At year’s end, a career program handbook had
been completed. The handbook will provide central
principles and philosophy for career programs de-
signed to identify and develop candidates for super-
visory and managerial positions. A management
development handbook, nearing completion, will
provide guidelines for training and development
of potential and incumbent supervisors, managers,
and executives. Several projects were underway to
develop better selection and evaluation tools, and to
provide greater systemic integration of functional,
regional, and executive career programs.

Revenue Officer Occupation and Working
Environment Studied

Last year a study group was formed to look into
revenue officer attitudes, morale, and motivation
with the objective of improving the working climate
for this key frontline occupation. The group was
composed of people from both the field and the Na-
tional Office, including two district directors and
representatives from the Collection and Personnel
Divisions. They interviewed over 500 revenue offi-
cers and group supervisors, and close to 100 regional
and district officials. A final report, detailing the
findings of the study and making numerous recom-
mendations for change, was submitted to the Assist-
ant Commissioner (Compliance) in June 1967.

Since that time, several positive steps have been
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taken towards increased job satisfaction for revenue
officers based on information and suggestions
gathered by the study group. Procedures have been
rewritten to maximize the delegation of authority
to individual revenue officers and to eliminate re-
strictions and controls that hampered independent
professional judgment. Grass roots involvement in
scheduling and planning work has also been revital-
ized and reemphasized, providing the field with a
greater degree of flexibility in these areas.

The Collection and Personnel Divisions have
jointly undertaken a comprehensive study of the
revenue officer occupation to determine, among
other things, whether the existing grade structure is
adequate and to what extent the hazards of the job
can and should be recognized as a classification
factor in determining grade level. Some changes
already have taken place as a direct result of this
study including rewriting recruitment brochures to
bring them more into line with the realities of the
revenue officer occupation. The significant thing is
that major substantive changes for the better are
taking place in the working environment of the
revenue officer as a result of the study group’s efforts
and of management commitment at all levels of the
organization.

In-Service Recruitment, Special Salaries Strengthen
Special Agent Force

Effective in July 1967, the Civil Service Com-
mission approved a nationwide special salary rate
for GS-5 through 9 special agents. (This proposal
was pending with the Civil Service Commission at
the end of 1967.) When the special salary rates were
authorized, the Commission also approved payment
of travel and transportation expenses to the first post
of duty for new appointees at the above grade levels.
Implementing the provisions of the Federal Salary
Act of 1967, the Commission continued the rates
for special agents, as well as those previously ap-
proved for revenue agents, accountants and audi-
tors, attorneys (estate tax), and law clerk trainees
(estate tax). .

The in-Service recruitment program, initiated last
year to identify and select employees for special
agent positions in the intelligence activity, has suc-
cessfully stimulated interest in these careers. About
65 percent of the special agents employed during
fiscal year 1968 were appointed through noncom-
petitive actions. The substantial reduction in special
agent attrition in 1968 is attributed, in part, to the
increase in the number of employees entering this
occupation who had made career commitments to
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the Service. Further benefits were the decrease in
the time required to train many of these special
agents, and in their training costs, since a large num-
ber of the in-Service placements already have com-
pleted the basic income tax law training given by
the Service. Through concerted local and nation-
wide internal placement efforts, the Service hopes to
continue to interest qualified employees in seeking
eonsideration for this field of work.

Estate Tax Examiners Reclassified as Attorneys

After a lengthy study, the Civil Service Commis-
sion in April determined that the position of estate
tax examiner was a professional legal position and,
as such, properly classifiable in the GS—-905 attorney
series. The Commission also established a new classi-
fication title, attorney (estate tax), for this occupa-
tion. The practical impact of this decision was to
move about 800 positions from the competitive serv-
ice to the excepted service, and to make bar member-
ship a requirement of the job.

The Service has negotiated several agreements
with the Commission in order to implement this
decision as quickly as possible without adversely
affecting employees or disrupting the estate tax func-
tion. The Commission has granted authority to ex-
tend special higher salary rates to recruits entering
the new attorney (estate tax) occupation. The Com-
mission also has agreed to let the Service retain in
the GS—920 series those estate tax examiners who
have demonstrated ability to perform the work but
who are not members of the bar. The Commission
has also agreed to retain recently appointed estate
tax examiners in the competitive service until they
have completed their probationary periods (one year
of service). This will give them competitive status,
so that they will later be eligible to move back to the
competitive service.

Employee-Management Cooperation Activity
Accelerates

Under the spirit and intent of Executive Order
10988, the Service continued its emphasis on
strengthening relations with organized employee
groups.

The year was marked by a significant increase in
employee organization activity. The number of
Service employees represented by these organiza-
tions increased by approximately 8,000. At the end
of the year, 43,000 employees were exclusively rep-
resented by four employee organizations, an increase
of 23,000 over the past 3 years.



- Negotiations activity also increased sharply. Dur-
- ing the year, the Service negotiated 11 collective
~ bargaining agreements, for a total of 16 since 1965.
. Fourteen other agreements are also in the process of
-~ being negotiated.

‘,:." Preventive Health Care Coverage Broadened

. During the past 3 years the Service put into opera-
- tion or joined other Federal agencies in planning 61
health units providing occupational health programs
~ to keep more than 45,000 Service employees on the
job through preventive health measures.

Thirteen of the health units are Internal Revenue
Service units, and a number of them provide services
to employees of other Federal agenciés; the remain-
ing 48 health units are operated by other agencies.

Training Evolves With Changes in
Tax Law Administration

Administering the most efficient tax system in the
world requires a widespread variety of skills and
knowledges. The major task of training in the Service
is insuring that these necessary skills and knowledges
are developed and maintained. Training programs
for support activities, from executive development to
card punch operator training, comprise a portion of
this effort; however, it is training in tax law and tax
administration activities which provides the Service
with the skills needed to perform the actual tax work.

Tax law and tax administration courses cover
many different subjects. For instance, tax law train-

ing is given in individual and corporation income, .

estate, and gift, insurance company income, pension
trust, exempt organization, excise, and all other Fed-
eral taxes. Training in these tax areas is provided
for both new and experienced employees. Under
tax administration training, courses are taught in
such techniques as auditing, collection, and criminal
enforcement.

The service recently has developed several pro-
grams aimed at improving its ability to administer
specific areas of the law. An automatic data process-
ing course acquaints revenue agents with the opera-
tions of the ADP system and teaches them how to
use the information in the system when auditing
returns. Training in international issues prepares
Service employees to apply the provisions of the tax
law that affect foreign taxpayers with U.S. income
and U.S. taxpayers with foreign income. The large
case training program helps revenue agents conduct

effective team audits of corporate giants. The ad-
vanced training program for revenue officers con-
centrates on sophisticated legal collection problems.
These programs are representative of the efforts
needed to keep up with changing legal and adminis-
trative requirements.

Training Technology Advances

Several years ago the Service began an intensive
effort to improve the quality of its employee train-
ing by greater utilization of training technology—
the applied science of learning and teaching—which
not only allows the Service to do entirely new things,
but helps to do more efficiently the things done in
the past, as well as making training easier for both
trainees and instructors,

The Service has worked principally in four dif-
ferent areas: EDEX (group programmed instruc-
tion by an audio-visual teaching machine) ; instruc-
tional, closed-circuit television ; algorithms and other
forms of decision tables; and task analysis (analyz-
ing jobs in terms of the behavior needed to do that
job).

In the data processing function, there are fully
operational EDEX programs for several different
courses taught in the seven service centers. Savings
in instructor and trainee time have already offset
initial equipment and program development costs,
with estimated recurring savings of $200,000 per
year. EDEX also is used for teaching income tax
law in an experimental program being tested in three
regional training centers and the National Training
Center. This experiment already has demonstrated
that some types of tax law training can be pro-
grammed for more efficient learning in less classroom
time. The Service also hopes to use EDEX, along
with other forms of programmed instruction and
more traditional teaching methods, to redesign a
major compliance recruit training course. ;

The instructional, closed-circuit television system
at the National Training Center is now used rou-
tinely in some kinds of technical skills training, in-
structor training, and other situations where video-
taping of trainee performance can increase training
effectiveness. Instructional television will be used
to video-tape additional programs for use in the
regional training centers, helping insure uniform
training and consistently high instruction quality
throughout the country.

Algorithms (decision tables) are a method of or-
ganizing complex, factual information into a series
of steps that can be followed logically to reach a
decision. The Service is testing an algorithm-based
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course for temporary taxpayer service representa-
tives to teach them to answer the “50 most fre-
quently asked tax questions.” This highly promising

program should allow taxpayer assistors with mini- -

mum tax law experience to answer most of the ques-
tions asked by taxpayers. An algorithm-based course
likewise will be developed to meet the income tax
law training needs of revenue officers. Algorithms
also can be used for non-training tasks, such as de-
veloping job aids, analyzing complex tax laws, and
writing Service procedures. Once developed, an al-
gorithm can be converted into conventional prose
for clear, well-organized writing. -

ADP Training Acquires New Look

With full implementation of nationwide indi-
vidual master file coverage, the Service began to
concentrate on data processing support functions.
The service center training program has a high
priority because of its critical role in the ADP system.

The fluctuating workload, large seasonal work-
force, production processing cycles and constantly
changing processing procedures at the service cen-
ters dictated that the training system would have to
be as sophisticated as the data processing system it
supported if there were to be improved performance
in terms of timely and accurate service to taxpayers.

By June 1967, the Service had designed a train-
ing system which was an integral part of the total
ADP process, was timely and precise in identifying
and meeting the training needs of the organization,
and was flexible enough to be modified. :

The final design contained five basic components:
(1) Analyzing service center processing operations
to determine the specific tasks to be performed in
each job category; (2) converting job tasks to end-
of-course performance objectives that could be pre-
cisely measured; (3) designing a training program
to bring trainees to peak performance as quickly as
possible; (4) evaluating and measuring trainee per-
formance during and at the end of each training
session to determine learning progress; and, finally,
(5) evaluating and measuring performance on the
job.

Taxpayer Education Program Available to More
People

In the past, the Service’s taxpayer education ef-
forts have centered largely around the Understand-
ing Taxes Program, although in the last several years
other approaches have also been expanded.
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Understanding Taxes is still the largest program.
A general student text, a text for farm students, and
a teacher’s guide are distributed free to high schools,
junior high schools, business schools, and other
groups that want them. In 1968, the Service printed
4 million general student texts, 600,000 farm student
texts, and 113,000 teacher’s guides. 4

The Service annually presents Tax Education.
Institutes, usually two days each, during the tax
filing period. These are for professional tax practi-
tioners and anyone else who helps others fill out their
tax returns. Office of Economic Opportunity neigh-
borhood workers, military legal officers, county
farm agents, company personnel officers, and others
have participated. The institutes have been expand-
ing in the past few years, with over 35,000 persons

‘attending institutes in all fifty states in 1968.

The Service also has developed recently a number
of taxpayer education programs for the general pub-
lic, for example, for small businessmen such as serv-
ice station operators who have unique problems.
Other programs have been developed in conjunction
with bar associations, certified public accountants
associations, and local newspapers, to help these
groups aid the general public. In addition, the Serv-
ice now encourages its employees to teach local adult
education programs.

Facilities Management Contributes
to Improved Tax Administration

Need for Office Space Continues

The Service accommodated its peak force of
77,000 employees in 11.5 million square feet of
space. Fifty-seven percent of this space is in
federally-owned buildings. The balance of 43 per-
cent is leased by the General Services Administra-
tion at an annual cost of $18.1 million. The use of
federally-owned space increased by 5 percent over
last year as more new federal office buildings be-
came available.

Even while the last of the automatic data process-
ing service centers was under construction, the Na-
tion’s growing economy was already operating to -
increase center workloads at a rate greater than they
were built to handle. Consequently, just 2 years ago,
the Service decided to expand the centers to handle
these workloads and to accommodate added com- -
puters and such productivity-increasing devices as :
direct data entry systems. The Southwest Regional
Service Center was the first center enlarged. Con- °




Etruction has started at the Southeast Service Center
find architectural and engineering plans for the other

Continuing efforts are being made to provide
 Service employees with a comfortable, professional
t working environment. Of the offices presently in
 unsatisfactory space, the most significant are dis-
: trict headquarters offices in Chicago, Indianapolis,
{ and Wilmington. In all instances, however, appro-
- priate action has' been initiated to correct
- deficiencies. : '

" Renovation of National Headquarters Office Space

The Service recently completed a four and one-
half year renovation project in its National Office
Building. This project, accomplished in cooperation
with the General Services Administration, was de-
signed to improve the physical work environment of
National Office employees. The interior of the build-
ing was converted to modern, well-lighted, air-con-
ditioned office space. Traditional office layouts were
changed and much of the old furniture was re-
placed with more functional, space-saving furniture.
The total new environment provides a much more
efficient, comfortable, and pleasant place to work.

Furniture and Equipment Improved

In 1968, a 5-year Servicewide program to replace
worn out, obsolete office furniture was completed.
The long-range project to replace remaining -obso-

lete, inefficient, and uneconomical equipment also -

progressed despite a reduction in funds. Plans called
for this program to be substantially completed by the
end of 1969.

Testing of prototype furniture components for tax-
payer reception and service areas continued during
1968. The Service’s objective has been to identify
furniture pieces which would be economical and ef-
ficient, and provide comfort and privacy for taxpay-
ers. The furniture also must be adaptable for use in
different-sized offices and in varying amounts during
the filing and nonfiling periods. The regions doing
the testing have made a number of suggestions for
improvements but, basically, they have endorsed the
use of the experimental furniture and attested to its
usefulness in their operations. Testing and improve-
ment of this furniture will continue. Intentions are
to extend its use gradually as funds become
available.

Further improvements in the newly-installed
automated property accounting system resulted in
man-hour savings in both the field and the National
Office. Future modification plans for 1969 and sub-
sequent years will be aimed at extending the system
to achieve a higher level of equipment and furniture
utilization. Improved equipment utilization has be-
come a pressing problem for the Service, particu-
larly during the past several years with procurement
of larger, more sophisticated, and more expensive
units for the operation of the ADP system.

The Service operates a fleet of approximately
1,250 motor vehicles for law enforcement purposes
and leases an additional 1,875 vehicles from the
General Services Administration for administrative
purposes. Service employees who use these vehicles
or their own cars in the course of their duties drive
over 96 million miles each year. The management of
this massive transportation operation was closely
reviewed, and recommendations were made to effect
savings both in management time and costs. Signif-
icant improvements were obtained in the internal
management of the Service’s enforcement fleet.
Service officials worked closely with the General
Services Administration and representatives of em-
ployee organizations in attempting to achieve an
optimum vehicle management program which
would serve the best interest of the Service while at
the same time assuring the most equitable reimburse-
ment possible for employees who use their own ve-
hicles. This program is continuing into 1969.

Printing Management Negotiates Recruiting
Breakthrough '

There was a real breakthrough in 1968 recruiting
for printing management trainees. For several years,
the Service has had a formal Civil Service Commis-
sion training agreement under which it employs col-
lege graduates with a 4-year degree in printing
management who also have passed the Federal Serv-
ice Entrance Examination. The Service now has
negotiated with the Civil Service Commission pre-
mium salaries for this highly specialized recruitment
area. The new rates are expected to provide a re-
cruiting stimulus that will better enable the
Service to continue filling its career pipeline in
printing management with qualified, technically-
trained employees.

Official Stationery Redesigned

The Service completed a redesign of all stationery
and envelopes in 1968. The letterhead used on the
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transmittal letter for this report is illustrative of the
new look. This letterhead represents one small part
of the total stationery redesign program which
started in 1966. Servicewide use of this new sta-
tionery has been phased in to allow for depletion of
existing stocks of old stationery.

Number of Forms Reduced

Cost reduction and improved operations continue
to be important benefits resulting from the forms
management program of the Service. Efforts to
standardize and consolidate needed forms and form
letters and to eliminate unnecessary ones resulted
in a reduction of 516 forms or 3 percent during the
year—approximately doubling last year’s accom-
plishments. Also, attention continued on improving
the tone, clarity, and appearance of notices and
form letters going to the public. This year’s form
~ management results are summarized in the following

table:

Forms and form letters

Opening| Newl Elimi- | Closing | Net
Prescribed by inven- | devel- | nated | inven- | change
tory oped tory
Total . ... 16,361 | 2,177 | 2,693 | 15,845 —516
National Office (used at headquar-
ters and servicewide)____..._____ 5,656 354 166 | 5,884 | 4188

Regional offices (used by regional .
headquarters components or ’
2 or more district offices)__....... 7,519 571 | 1,154 | 6,936 —583
District offices (used by local dis-.
tricts and their subordinate offices).| 1,351 255 559 | 1,047 -304
Service Centers_ ... ... 1,666 919 771 l 808 +142
Data Center.._.__.__.....__..._... 169 78 37 210 +41

Maximum Use Made of Federal Records Centers

Floor space and file equipment valued at $1,180,-
000 was made available for reuse by the retirement
or destruction of 369,000 cubic feet of records. Of
this amount, 205,000 cubic feet were sent to Federal
records centers for storage; the remainder was de-
stroyed. The 584,000 cubic feet of records currently
in file rooms and offices throughout the Service is a
new low; by comparison, more than 1,034,000 cubic
feet of Service records are in lower-cost Federal
records center storage.

Processing 320 Million Pieces of Mail

This, year the Post Office Department carried
nearly 320 million pieces of mail for the Service.
The Service paid $6.9 million for handling its out-
going mail. Close liaison with postal representatives
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to reduce mail handling costs and insure prompt and
accurate delivery of mail continued to benefit both
agencies. Results of joint agreements have included
such things as presorting (by ZIP Code sequence)
as much first class mail as possible; increasing Serv-
ice use of cartons instead of mail sacks for large mail-
outs; providing information about the weight,
number of pieces and destination points of large
mailouts so the Post Office Department might better
plan manpower and transportation needs; and stag-
ing mailouts so that large quantities of mail may be
sent directly to post offices actually making deliveries
to the public thus by-passing intermediate handling.

In 1969, both agencies will study the possibilities
of greater joint use of space and equipment and a
postal delivery procedure that may permit the Serv-
ice to eliminate one major mail sorting operation at
each of the seven service centers.

‘Disabling Injury’Rate Lowest Ever

During calendar year 1967, the Service realized
a significant accomplishment by recording the low-
est disabling injury frequency rate in the fifteen-year
penod of record keeping. The rate of 2.6 represents
al6 pcrcent improvement over the calendar 1966
experience. Rich dividends were received from the
Treasury Department’s year-long Falls Prevention
Campaign—disabling injuries resulting from falls
were reduced by 13 percent in the Service.

Thirty-three district offices and service centers
were presented awards during 1967 in recognition of

- either one or more years or one million man-hours

worked without sustaining a disabling injury. The
Los Angeles District, which formerly had had diffi-
culty establishing a good safety record, passed the
2-million man-hour period without a disabling in-
jury—currently one of the finest safety records in
the Service.

Servicewide accident prevention efforts during
the past three years have resulted in averting more
than 200 personal injuries, with an estimated saving
to the Government of over $371,000 in direct costs
for medical care, lost production time, and property
damage.

Vehicle Safety Improves

Continuing efforts to improve driver habits and
attitudes resulted in a 5-percent reduction in the
frequency rate of motor vehicle accidents during
calendar year 1967 over 1966. Approximately 96




million miles were driven during 1967 with only 672
accidents reported. The motor vehicle accident fre-
quency rate of 7 accidents per million miles driven
is one of the lowest Service rates recorded, and repre-
sents a significant improvement over the 1964, 1965,
and 1966 rates of 8.5, 8.1, and 7.4, respectively.

Telecommunications Services Increased

The Internal Revenue Service is one of the largest
users of voice communications as.the most effective,
expeditious, and economical means of doing busi-
ness. And, increased emphasis on the expanded use
of the telephone over the past three years is directly
responsible for faster and more responsive service to
the public, improved internal operations, and better
utilization of Service manpower. A telephone call
on a tax matter permits two-way communicating
and often eliminates the costly and time-consuming
exchange of two or more written communications.
In-depth studies of the purpose and cost of tele-
phone transactions in major Service field installa-
tions disclose that a written communication requires
15 times as much manpower as a telephone call. In
addition to doing more and more Service-initiated
business on the telephone, we have continued testing
the concept of centralized answering of incoming
taxpayer service telephone inquiries at three district
headquarters offices—Little Rock, Baltimore, and
Los Angeles. The specially-designed telephone sys-
tems and long lines circuitry involved are costly, but
these costs are offset by improved service to the
public, as well as more productive use of Service
technical and supervisory personnel, Although tele-
phone costs increased during fiscal year 1968, ex-
penditures for another communications medium-—
teletype messages—were reduced by 25 percent.

Revenue Accounting Operations Transferred to
Service Centers

As of January 1, 1968, accounting operations for
all regions except Midwest were moved to the re-
gional service centers. Midwest’s operations will be
transferred next year. Collections with returns still
filed by taxpayers at district offices, or on outstand-
ing accounts for taxes due, are deposited to the credit
of the service center director. Although accounting
controls are consolidated, computer or manual
abstracts of revenue receipts, returns filed, refunds
issued, and other data of public interest are still

available for each internal revenue district and kind
of tax.

Elimination of Alcohol and Tebacco Tax

.Combination Branch Offices

During 1968 the alcohol and tobacco tax orga-
nizational structure changes in field offices were
completed. The previous structure included 16
combination branch offices, each headed by a super-
visor-in-charge, as well as one or more assistant
supervisors-in-charge.

Under the new organizational structure, super-
visor-in-charge positions were eliminated. Assistant
supervisor-in-charge positions were replaced by chief
special investigator for enforcement functions and
chief inspector for permissive functions. These new
positions carry with them principal supervisory au-
thority in a given geographical area. Each new office
was located geographically according to workload
requirements.

Prior to the reorganization, enforcement and per-
missive branch chiefs in the regional office served as
staff advisors to the Assistant Regional Commis-
sioner (A&TT). Under the new structure the
branch chiefs retain this responsibility and, in addi-
tion, have been given direct authority over line
supervisors at the branch office level.

These organizational changes, in addition to
eliminating one level of supervision, serve to clarify
lines of authority and responsibility, and allow for
maximum flexibility in locating branch offices ac-
cording to the workload needs of each alcohol and
tobacco tax function.

Inspection Guards Integrity and
Audits Operations

One of the principal missions of the inspection
service is to protect the integrity of the Service from
within and from attempts by persons outside the
Service to corrupt it, thus insuring that the Service
earns the confidence of citizens in honest and im-

* partial tax administration. In fulfilling this mission,

the inspection service acts as an independent fact-
finding body which reports directly to the Commis-
sioner. This activity includes both internal audit and
internal security functions. Major investigations,

- such as fraud on the revenue, which involve both

functions, are closely coordinated.
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Internal Audit Assists Management in Maintaining
Effective Programs

Internal audit, as an integral part of the manage-
ment control system of the Service, assists all levels
of management by furnishing them  with objective
analyses, appraisals, and recommendations on the
activities examined. Although all activities and func-
tions are examined and reported upon, major em-
phasis is placed on those which are most closely
related to the collection of tax revenues and the
enforcement of the tax laws, and most susceptible to
breaches of integrity. During 1968, more than 85
percent of the direct internal audit staff time was
spent on examinations of data processing, collection,
audit, intelligence, and alcohol and tobacco tax
functions, while an additional 11.5 percent was de-
voted to integrity matters. Audits of automatic data
processing activities are on a continuing basis by
internal auditors stationed at the seven regional serv-
ice centers.

Actions by management on problem areas de-

tected by internal audits resulted in significant im-
provements in operating efficiency and effectiveness
and in improved taxpayer relations. Many of these
improvements are measurable in terms of their im-
pact on the revenue—additional taxes assessed or
collected, refunds reduced or recouped, interest costs
reduced, collection action accelerated, etc.—and in
terms of reduced operating costs. For 1968, these ac-
complishments are conservatively estimated to total
more than $48 million.

For example, internal audit tests in several dis-
trict offices disclosed inadequacies in classification
and selection procedures for returns filed by small
business corporations (Form 1120-S). Manage-
ment took immediate action on internal audit’s rec-
ommendations for procedural changes and tax form
revision to more readily identify cases with potential
additional tax.

In another instance internal audit tests disclosed
a computer program deficiency that caused the tax
liability on certain unemployment tax returns not
to be assessed. This resulted in the erroneous refund
of remittances and the failure to bill unpaid taxes
due. Management promptly suspended processing
until the computer program could be corrected and
initiated action to collect the erroneous refunds.

Reviews at three regional service centers of newly
assumed functions disclosed that more than $1 mil-
lion of balances due on manually processed, non-
master file tax returns had escaped assessment and
billing because adequate controls had not been es-
tablished. Revised procedures were promptly put
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in force which prevented this potential revenue loss.
Also, an estimated 9,000 erroneous notices of non-
receipt of tax returns were issued to employers be-
cause their returns had not been properly indexed.
Local officials established temporary controls to pre-
vent issuance of erroneous notices until revised pro-
cedures could be issued by the National Office.

Internal Sécurity Provides Major Safeguards

Thorough investigations are made of the charac-
ter, reputation, and loyalty of all persons appointed

‘to positions involving taxpayer contact, handling

money, and other key Service functions. These in-
vestigations are one of the basic safeguards in the

Service’s integrity program. Another safeguard is the

investigation of allegations that employees, acting
independently or in collusion with taxpayers or their
representatives, have violated Service regulations or
criminal statutes. Inspection also makes investiga-
tions of actual or suspected attempts by taxpayers or
their representatives to bribe Service employees.

Special Grand Jury Probes Attempts to Bribe
Internal Security Inspector

In January 1968, 26 employees and former em-
ployees of the Service and one tax practitioner were
arrested on charges of trying to bribe an inspector to
furnish them confidential information from inspec-
tion files or to quash investigations pertaining to cor-
rupt activities on their part or on the part of tax
practitioners and taxpayers. From the inception of
these bribe attempts, the inspector worked closely
with his superiors and the United States Attorney’s
Office. Following the arrests, the U.S. Attorney im-
paneled a special grand jury to further probe these
corrupt activities. As a result, four more employees,
four additional practitioners, and one taxpayer were
arrested. At yearend investigation was continuing,
hundreds of questionable tax returns were being
scruntinized, and prosecution actions were pending
on all 36 defendants. v

These arrests are in line with the policy of the
Service to police itself by waging a constant and
vigorous campaign to identify and expose any
actual or potential sources of corruption in tax
administration.

Numerous Other Attempted Bribers Prosecuted

In the past 3 years prosecutions were initiated
against 66 additional persons for attempting to bribe
Service employees in tax cases. The employees to



whom these bribes were offered immediately re-
ported them and cooperated in the ensuing investi-
gations and prosecutions. These attempted bribers
came from all walks of life and from various parts
of the country; some examples:
A sales executive in New York offered a
$5,000 bribe to a revenue agent.
A public accountant in New Jersey offered
a $1,000 bribe to a revenue agent regarding a
tax examination of a client.
A vending machine operator in Florida
offered a $4,000 bribe to a revenue agent.
A wigmaker in Ohio offered a $1,500 bribe
to a tax examiner.
The owner of a cocktail lounge in Chicago
offered a $300 bribe to a revenue officer.

Prosecutions Increased Substantially in 1968

In the past 3 years prosecutions were initiated
against 177 persons for a variety of offenses involv-
ing corruption or attempted corruption of tax ad-
ministration, including the above-mentioned cases.
There was a substantial increase in prosecutions in
1968 as shown in the following table:

Prosecutions initiated

i Number arrested or indicted
Persons involved

1966 1967 1968 | Total

Employees or former employees of Internal :
Revenue Service. _ . oo oooooommoroaaeaon 21 10 37 63
Taxpayers, tax practitioners and others.__.__. 31 23 55 109

Total. - e eamecaiiemeaan 52 33 92 177

Major Schemes To Defraud Investigated

The above prosecutions included individuals in-
volved in major schemes designed to defraud the
Government of substantial taxes due.

Teams composed of internal auditors and internal
security inspectors investigate these breaches of in-
tegrity involving actual or potential frauds on the
revenue by employees or through collusion between
employees and non-Service people. One of these in-
vestigations involved four Service employees, all of
whom have been separated from the Service, and a
tax practitioner. The practitioner, who was both an
attorney and a CPA, was sentenced to 9 months im-
prisonment after being convicted of 17 counts of
paying bribes and gratuities to the four employees.

Three of the four employees pleaded guilty to receiv-
ing money from the practitioner and the fourth is
awaiting trial. Another involved widespread corrup-
tion among Service employees and tax practitioners
in the preparation, processing, and examination of
income tax returns. Criminal action has been taken
against 25 employees, 10 of whom have already been
convicted. Tax deficiencies totaling more than $7
million have been proposed as a result of this
investigation.

In another instance an IRS clerical employee, 2
former employee, an operator of a tax service, and
several taxpayers were prosecuted for conspiring to
defraud the internal revenue of some $40,000 by
falsification and manipulation of tax documents.

An allegation that an unidentified employee was
involved in a nationwide refund scheme was investi-
gated during the last filing period. All of the approxi-
mately 250 fraudulent returns, claiming refunds of
about $100,000, were detected before the refunds
could be issued. The perpetrator of the fraudulent
scheme, an ex-convict, was sentenced to 3 years im-
prisonment. No indication of employee involvement
was disclosed. ' '

Another investigation disclosed that two revenue
officers were converting property seized for the pay-
ment of delinquent taxes to their own use. Both em-
ployees were prosecuted, convicted, and sentenced
to prison. Management took immediate action to
correct weaknesses in controls that permitted these
improper activities to go undetected.

One of the most rewarding aspects of the work of
inspection is that many investigations result in the
exoneration of wrongfully accused employees. As in

prior years, the majority of accused employees were

cleared after investigation.

Investigations Completed

Internal security investigations of all types com-
pleted during the year totaled 12,081—a slight de-
crease from last year’s record of 12,373 cases—but
22 percent higher than in 1966. In addition, police
record checks were made in 3,191 individuals con-
sidered for short-term temporary appointments and
1,307 persons hired in connection with economic
and educational opportunity programs.

There follows a tabulation of the types of in-
vestigations completed during the past 3 years and
the resulting disciplinary actions:
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Investigations and disciplinary actions

Type of investigation and action 1966 1967 1968
Total investigationsclosed...._..____._..____._. 9,864 | 12,373 | 12,081
Personnel investigations
Number of cases closed, total _..._.___. em e ——————— 7,340 | 10,027 8,920
Character and security investigations.__._..___.___ 3,430 | 5,484 8,022
Conduct investigations 809 632 505
Special inquiries.. ----| 3,101 | 3,911 3,303
Actions taken by Service management officials as a result
of personnel investigations
Disciplinary actions, total. 770 657 534
Separations, total? 239 225 185
Bribery, extortion, or collusion.__......._____._ 22 7 25
Embezzlement or theft of Government funds or .
prope 1 5 1
Failure of employee to pay propertax_..______ 20 17 9
Falsification or distortion of Government re-
ports, records, etc 9 98 89
Unauthorized outside activity.___ - 8 8 §
Failure to discharge duties properly___________ 5 11 9
Refusal to t 2 0 0
Divulgence of confidential information._....._. 0 2 §
Acceptance of fees or gratuities 22 12 2
Personal and other misconduc - 55 65 44
Suspensions from duty and pay - 58 43 27
Reprimands, warnings, reassignments, transfers, or
demotions__ _ 473 384 312
Nondisciplinary actions. 6,570 | 9,370 9,386
Other investigations
Number of cases closed, total______.__. ___.________. 2,524 | 2,346 2,161
Applications for admission to practice before the
Internai Revenue Service____.______._________ 715 902 736
Charges against Attorneys, CPA’s and Enroliees.... 113 107 102
Federal tort claims. 204 145 163
Attempted bribery. .. 85 90 89
Investigations for other Treasury bureaus....__.___. 1,407 | 1,102 1,01

1includes resignations, retirements, or other separations while employees were
under investigation or before administrative decision was made on disciplinary action
where investigation disclosed derogatory information.

Assistance to Other Government Organizations

As in the past several years internal audit, at the
request of the Territorial Governor, provided in-
ternal audit assistance in the development and in-
stallation of a modern tax system for the Virgin
Islands. Since this program was initiated tax collec-

tions increased from $8.9 million in 1962 to $29.8

million in 1967.

A total of 1,071 investigations were conducted for
other Treasury bureaus. Among these investigations
was an extensive probe of collusion in the transport-
ing and sale of narcotics which resulted in the arrest
or indictment of 8 persons, including one Federal
and five local law enforcement officers. Another in-
vestigation was successful in identifying a leak of
confidential information regarding Treasury bond
financing; the person guilty of improper disclosure
of the information was not an employee of the
Treasury Department. A joint investigation con-
ducted with Secret Service negated allegations that
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there were leaks of information concerning the silver
policies of the Treasury Department. As in prior
years, inspection furnished assistance to the Secret
Service in protection of the President and certain
other persons.

Advisory Group Aids Service

The Commissioner’s Advisory Group is appointed
for the purpose of suggesting ways in which the
Service can improve its operations, and to provide
constructive criticism of Service policies, proce-
dures, and programs. Membership of the Advisory
Group includes outstanding attorneys, accountants,
business executives, economists and educators from
all parts of the United States. The Advisory Group
provides a means for frank interchanges with indi-
viduals outside the Service, and helps in keeping the
Service constantly attentive to the opinions and de-
sires of the public.

The Advisory Group appointed in July, 1967,
made up of the individuals listed below, met with
the Commissioner and other top Service officials on
four occasions during the year.

Bernard Barnett

CPA

Oppenheim, Appel, Dixon &
C

0.
140 Broadway
New York, N.Y.

Carl W. Brieske
Assistant Treasurer
The Kroger Company
1014 Vine Street
Cincinnati, Ohio

Edwin S. Cohen

Professor

University of Virginia Law
School

Clark Memorial Hall

Charlottesville, Va.

Raymond E. Graichen

CPA

Lybrand, Ross Bros. & -
Montgomery

2000 Packard Bldg.

Philadelphia, Pa.

Harding L. Lawrence
President, Braniff Airways
Exchange Park

Dallas, Tex.

Leonard Lesser

AFL-CIO

Industrial Union Department
815 16th Street, NW.
Washington, D.C.

A. Byrne Litschgi

Attorney

Shackleford,  Farrior, Stall-
ings, Glos & Evans

-P.O. Box 3324

Tampa, Fla.

Max E. Meyer

Attorney

Lord, Bissell & Brook

135 South LaSalle Street
Chicago, Il1.

John S. Nolan

Attorney

Miller & Chevalier

1700 Pennsylvania Avenue

Wasilin‘gton, D.C.

Edwin J. Reimann

Public Accountant

Reimann, Wursten and Lewis
2063 McClelland Street

Salt Lake City, Utah

Ernest L. Wehner

CPA

Arthur Andersen & Company

1700 Bank of the Southwest
Bldg.

Houston, Tex.

Robert M. Winokur
Attorney .
Taylor & Winokur
351 California Street
San Francisco, Calif.
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Internal Revenue Service Reading Rooms

(Locations of reading rooms same as mailing address unless otherwise indicated)

NaTioNar OFFICE

Mail Address:
Director, Public Information Division
Internal Revenue Service
1111 Constitution Avenue NW.
Washington, D.C. 20224

CeENTRAL REGION
Mail Address:
Regional Public Information Officer
Room 7106 ‘
Federal Office Bldg.
550 Main Street
Cincinnati, Ohio 45202

Mm-ATLANTIC REGION

Mail Address:
Regional Public Information Officer
P.O. Box 12805
Philadelphia, Pa. 19108

Location:
401 N Broad Street

MmnwEesT REGION

Mail Address:
Regional Public Information Officer
17 N. Dearborn Street
Chicago, I1l. 60602
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NorTH-ATLANTIC REGION

Mail Address:
Regional Public Information Officer
Room 1102 ‘
90 Church Street ,
New York, N.Y. 10007

SouTHEAST REGION _
Mail Address: E
Regional Public Information Officer
P.O. Box 926
Atlanta, Ga. 30301

. Location:

Federal Office Building
275 Peachtree Street

SoutewEST REGION

Mail Address:
Regional Public Information Officer
1600 Patterson Street

~ Dallas, Tex. 75201

WEsSTERN REcion
Mail Address:
Regional Public Information Officer
Flood Building
870 Market Street
San Francisco, Calif. 94102



Principal Officers of the Internal Revenue Service
As of June 30, 1968
NATIONAL OFFICERS

OFFICE OF THE COMMISSIONER

Commissioner _ - - __ .. __--- Sheldon S. Cohen
Deputy Commissioner. .- William H. Smith
Assistant to the Commissioner

Edwin M. Perkins
Assistant to the Commissioner_ _James H. Miller
Chairman, Tax Forms Coordinating Committee
: James N. Kinsel

Assistant to the Deputy Commissioner
Donald C. Dawkins

Director, Foreign Tax Assistance Staff
L. Harold Moss

ADMINISTRATION

Assistant Commissioner . -~ . Edward F. Preston
Director, Program Staff__ Julius H. Lauderdale
Division Directors: '

Facilities Management__._ Leo C. Inglesby

- Fiscal Management___ Gray W. Hume, Jr.

" Personnel ._____________ Albert J. Schaffer

Public Information:___ Joseph S. Rosapepe

Training. . - ... Stanley Goldberg
COMPLIANCE

Assistant Commissioner . - .. Donald W. Bacon

Deputy Assistant Commissioner__Leon C. Green
Division Directors:
Alcohol and Tobacco Tax__ Harold A. Serr

Appellate_______ ... Arthur H. Klotz
Audit. . _.________.__. Singleton B. Wolfe
Collection_ .. ________—- Harold E. Snyder
Intelligence - . _________. William A. Kolar

Office of International Operations
Clareace I. Fox, Jr.

DATA PROCESSING

Assistant Commissioner________ Robert L. Jack
Deputy Assistant Commissioner
Garrett DeMots
Division Directors:
Management Information
William E. Palmer

IRS Data Center, Detroit, Mich.
Lawrence P. Doss
Operations__ . ... Clinton L. Walsh
National Computer Center, Martinsburg,
John E. Stewart

INSPECTION

Assistant Commissioner_. Vernon D. Acree, Jr.
Executive Assistant_ _ _____ Fred G. Robinette
Division Directors:
Internal Audit. ________- Francis I. Geibel
Internal Security___. William F. McCarthy

PLANNING AND RESEARCH

Assistant Commissioner_ .. Albert W. Brisbin
Division Directors:
Planning and Analysis___. Marius Farioletti
Research_ .- James R. Turner
StatiStiCs - - o - cememe e e Vito Natrella

Systems Development
Lancelot W. Armstrong

TECHNICAL

Assistant Commissioner _ - .- Harold T. Swartz
Deputy Assistant Commissioner
Richard J. Stakem, Jr.

Division Directors:

IncomeTax____..---- John W. 8. Littleton
Miscellaneous and Special Provisions
) S Linder Hamblen

Technical Publications and Services
August F. Pohlig

OFFICE OF CHIEF COUNSEL

Chief Counsel _ .- oo -- Lester R. Uretz
Deputy Chief Counsel. .- --------- Vacant
Executive Assistant to the Chief Counsel .
Thomas McP. Davis
Special Assistant to the Chief Counsel
Arthur B. White
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NATIONAL OFFICERS—Continued

Special Assistant to the Chief Counsel
Lester Stein
Special Assistant to the Chief Counsel :
‘ W. Déean Mathis
Technical Advisor to the Chief Counsel
Samuel R. McClurd
Technical Advisor to the Chief Counsel
Robert B. Jacoby
Division Directors:

Interpretative.__ .- -- Richard M. Hahn

Legislation and Regulations .
o James F. Dring
Operations and Planning

William P. Crewe

Associate Chief Counsel __. ... _____ Vacant
Executive Assistant to the Associate Chief
Counsel - _ . oo __---. Vacant

Technical Advisor to the Chief Counsel
Paul E. Treusch

Division Directors:

Alcohol and Tobacco Tax Legal
John W. Coggins

Enforcement_______.. William F. McAleer
‘General Litigation___ J. Walter Feigenbaum
Refund Litigation.____.__ John L. Withers
Tax Court_ ... John T. Rogers

REGIONAL AND DISTRICT OFFICERS

Central Region
All Regional Offices at 550 Main Street, Cincinnati, Ohio 45202, unless a different address is indicated

Regional Commissioner. .. - _co-oo-oo---

Assistant Regional Commissioners:

[ Charles G. Keebler
District Directors:

Administration_____ ... F. Dean McCrory Cincinnati, Ohio 45202 .. Paul A. Schuster
Alcohol and Tobacco Tax. ... Rex D. Davis Cleveland, Ohio 44199__ Frank S. Turbett, Jr..
Appellate_________._ W. Franklin Hammack Detroit, Mich. 48226__ Ambrose M. Stoepler
Audit___ . Michael A. DeGuire Indianapolis, Ind. 46204 _ . ___ James E. Daly
Collection - .- William J. Grabo Louisville, Ky. 40202._..._.-_ Robert J. Dath
Data Processing . . .. _-- Wayne S. Kegerreis Parkersburg, W. Va. 26101__ Hugh D. Jones
Intelligence_ .- oo _--- Harold B. Holt '
Director, Central Service Center, Covington, Ky. 41019 - —ooovoomonmo Everett L. Meek

Regional Counsel - _ . - oo
Regional Inspector_ _ o oaeoao-

S SIS Clarence E. Price
_________________________ William A. Costello

Mid-Atlantic Region

All Regional Offices at 2 Penn Center Plaza, Philadelphia, Pa. 19102 unless a different address
is indicated

Regional Commissioner_ ... oooooco--

Assistant Regional Commissioners:

Administration_ ... ______ Americo P. Attorri
Alcohol and Tobacco Tax
Charles R. Peterson

Appellate. - _ _______ ... Victor Cuniglio
District Directors:

Baltimore, Md. 21202________ Irving Machiz

Newark, N.J. 07102 __ ____ Joseph M. Shotz

Philadelphia, Pa. 19108
Seymour I. Friedman

_____________________________ Dean J. Barron

Audit_ - Dwight L. James, Jr.
Collection _ - cncn- William F. Culliney
Data Processing__ . .- -- Anthony L. Carrea
Intelligence_ .- .----- Amerigo R. Manzi
Pittsburgh, Pa. 15222________ H. Alan Long
Richmond, Va. 23240 ___.___ James P. Boyle

Wilmington, Del. 19802__ James H. Kennedy

Director, Mid-Atlantic Service Center, Philadelphia, Pa. 19155 .- —------ Earl L. Torgerson |

Regional Counsel - _ - oo

Regional Inspector, Bankers Securities Building,

Emanuel M. Schuster
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REGIONAL AND DISTRICT OFFICERS—Continued

Midwest Region

All Regional Offices at 35 E. Wacker Dr. Chlcago, Ill1n01s 60601 unless a different address is indicated
Regional Commissioner - - __ ..l oo ioo__ Alvin M. Kelley

District Directors:
Aberdeen, S. Dak. 57401 .. William C. Welsh
Chicago, I1l. 60602..__ Eugene C. Coyle, ]Jr.
Des Moines, Iowa 50309.___ John F. Hanlon

Assistant Regional Commissioners:
Administration_________ William F. Sullivan
Alcohol and Tobacco Tax

William A. Collawn

Appellate_______________ Wallace T. Morris Fargo, N. Dak. 58102.. Frederick G. Kniskern
Audit_______________ John W. Baudendistel Milwaukee, Wis. 53202___ Walter S. Stumpf
Collection__________________ Roger C. Beck Omaha, Nebr. 68102_____ Richard P. Vinal
Data Processing_______. Norman B. Bergeson St. Louis, Mo. 63101 ______ Edwin P. Trainor
Intelligence_________._____ William B. Mayes St. Paul, Minn. 55101____ George O. Lethert
Sprlngﬁeld INl. 62704 ______ Jay G. Philpoty

Director, Midwest Service Center, Kansas City, Mo. 64170 ______. Arnold S. Dreyer
Regional Counsel . __ e Frank C. Conley
Regional Inspector_ ... __ e Gordon M. Anderson

North-Atlantic Region
All Regional Offices at 90 Church St., New York, New York 10007 unless a different address is indicated

Regional Commissioner_ . __ _ o e Harold R. All
Assistant Regional Commissioners:
Administration_ ___________ John E. Foristall Collection _ _.___________ Roger F. Shockcor
Alcohol and Tobacco Tax. .. Edward J. Fox Data Processing_ . . _..___ J.Orville Tuescher
Appellate. . ____ S Stephen C. Volpone Intelligence.__ . ___________ Alan McBride
Audit____________________ William M. Wolf
District Directors:
Albany, N.Y. 12210_____. Donald T. Hartley Hartford, Conn. 06115__ Joseph J. Conley, Jr

Augusta, Maine 04330__ Whitney L. Wheeler
Boston, Mass. 02203____ William E. Williams
Brooklyn, N.Y. 11201 .___ Charles A. Church

Manhattan, N.Y. 10007
Edward ]J. Fitzgerald, Jr.
Portsmouth, N.H. 03801__ Frank W. Murphy

Buffalo, N.Y. 14202 /. _ ______. John E. Foley Providence, R.I. 02907 .. _.__ John J. O’Brien
Burhngton Vt. 05402 _ _ .. __._Fulton D. Fields
Director, North-Atlantic Service Center, Andover, Mass. 01812_ _____________ Norman E. Morrill -
Regional Counsel, 30 Church Street, New York, N.Y. 10007 _______________._. Marvin E. Hagen

Regional Inspector, 50 Church Street, New York, N.Y. 10007

___________________ Sidney M. Wolk

Southeast Region

All Regional Offices at 275 Peachtree Street, N.E., Atlanta, Ga. 30303 unless a different address
is indicated

Regional Commissioner
Assistant Regional Commissioners:
Administration___ .. ____ Zachary T. Johnson
Alcohol and Tobacco Tax

William N. Griffin

Appellate__________________ Vance N. Bates
Audit__________________ Harold B. Bindseil
Collection. _______________ William H. Loeb
Data Processing_________ Daniel H. Hollums
Intelligence ___.._______ Allen T. Hollinrake

________________________ William J. Bookholt
District Directors:

Atanta, Ga. 30303 _________ Aubrey C. Ross
Birmingham, Ala. 35203

Walter T. Coppinger

Columbia, S.C. 29201_. Harold M. McLeod

Greensboro, N.C. 27401 _______ John E. Wall

Jackson, Miss. 39202___ James G. Martin, Jr.
Jacksonville, Fla. 32202

Andrew J. O’Donnell, Jr.

Nashville, Tenn. 37203____ James A. O’Hara
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"REGIONAL AND DISTRICT OFFICERS—Continued
Southeast Region—Continued

Director, Southeast Service Center, Chamblee, Ga. 30006.________________.____ Claude A. Kyle

Regional Counsel _ . __ ... ____________
Regional Inspector_______________________._._.__

cecceccececcecee-—---. Henry C. Stockell, Jr.
meeeieiieiiccceee o .~ Earl L. Fuoss

: Southwest Region
All Regional Offices at 1114 Commerce Street, Dallas, Tex. 75202 unless a different address is indicated

Regional Commissioner__________________. ———e-

Assistant Regional Commissioners:
Alcohol and Tobacco Tax__. James G. Carroll
Appellate__.___________.___ G. Clifton Witt

District Directors:
Albuquerque, N. Mex. 87101
William M. Coard

U B. Frank White
Collection_ - ——_________ Alfred N. Kay
Data Processing_.__._____ George M. Oliver
Intelligence_ ________ William E. Beloate, Jr.

Little Rock, Ark. 72203_.__ Fred W. Johnson
New Orleans, La. 70130 . __ Chester A. Usry

Austin, Tex. 78701 . .. _______ R. L. Phinney Oklahoma City, Okla. 73102
Cheyenne, Wyo. 82001_____ Richard L. Hutt Clyde L. Bickerstaff
Dallas, Tex. 75201_ _____ Ellis Campbell, Jr. .. Wichita, Kans. 67202_____ Harry F. Scribner
Denver, Colo. 80202___._ Arthur A. Kennedy
Director, Southwest Service Center, Austin, Tex. 78740_ . . _ ___________ U Ervin B. Osborn
Regional Counsel, 1025 Elm Street, Dallas, Tex. 75202 _ _ . _________.______._ William B. Riley
Regional Inspector, 1511 Bryan Street, Dallas, Tex. 75201 . _________._____ David O. Lowry, Jr.

Western Region

All Regional Offices at 870 Market Street, San Francisco, Calif. 94102 unless a different address is
indicated

Regional Commissioner______________.__________

Assistant Regional Commissioners:
Administration. - _________. Joseph T. Davis
Alcohol and Tobacco Tax

Brenton G. Thorne
Appellate___________ Gardiner B. Willmarth

District Directors:

Anchorage, Alaska 99501 .. Lewis J. Conrad

Boise, Idaho 83701 ________ Calvin E. Wright
Helena, Mont. 59601 _ _____ Nelson L. Seeley
Honolulu, Hawaii 96813______ Evan S. Lloyd

Los Angeles, Calif, 90012__ Frank S. Schmidt

_______________________ Homer O. Croasmun

Audit._______________ Raymond F. Harless
Collection:_________.____ Charles D. Moran
Data Processing______..__ Willard L. Pierson
Intelligence__.___________ Herman F. Kuehl
Reno, Nev. 89502 _ _____.__ Warren A. Bates

Salt Lake City, Utah 84110
Roland V. Wise
San Francisco, Calif. 94102
Joseph M. Cullen

Phoenix, Ariz. 85025_ George D. Patterson, Jr. Seattle, Wash. 98121 ________ Neal S. Warren
Portland, Oreg. 97204___ Arthur G. Erickson
Director, Western Service Center, Ogden, Utah 84405_ ________________.______ Robert H. Terry
Regional Counsel, 447 Sutter St., San Francisco, Calif. 94108___________ -~ Richard C. Schwartz

Regional Inspector, 1076 Mission Street, San Francisco, Calif. 94103______________ Henry A. Feltz
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Historical List of Commissioners of Internal Revenue

Office of Commissioner of Internal Revenue created by act of Congress, July I, 1862

Name ‘ State From To
George S. Boutwell ____ ... Massachusetts. - - ---—----- July 17,1862 | Mar. 4,1863
Joseph J. Lewis_ - .-~ Pennsylvania.._____ ... —--_- Mar. 18, 1863 | June 30, 1865
William Orton. .o New York_ ___ e July 1,1865 | Oct. 31,1865
Edward A. Rollins - - - - _____- New Hampshire._ .- -- Nov. 1,1865 | Mar. 10, 1869
Columbus Delano______.__ e Ohio_ - oo Mar. 11, 1869 | Oct. 31,1870
Alfred Pleasonton . . ____ . _-- New York _ _ oo oooooooo Jan. 38,1871 | Aug. 8,1871
John W. Douglass_ .- —-—-—--—-- Pennsylvania_______..—------ Aug. 9,1871 | May 14,1875
Daniel D. Pratt. .- Indiana_ - oo May 15,1875 | July 31,1876
Green B.Raum_______ ... TILNOIS - o - oo ccmee oo Aug. 2,1876 | Apr. 30,1883
Walter Evans__ .. __.____-- | Kentucky .- e May 21,1883 | Mar. 19, 1885
Joseph S. Miller - - - West Virginia . ... ooo-ooo-- Mar. 20, 1885 | Mar. 20, 1889
John W. Mason. _ .- oo ocoo- odoo o el Mar. 21, 1889 | Apr. 18,1893
Joseph S. Miller - - - |- do - Apr. 19,1893 | Nov. 26,1896
W. St. John Forman___.____.--_. TNOiS - _ o o oo Nov. 27, 1896 | Dec. 31,1897
Nathan B. Scotto . ——---_ West Virginia_ ... ------ Jan. 11,1898 | Feb. 28,1899
George W. Wilson________..____- OhiO- - oo Mar. 1, 1899 | Nov. 27,1900
John W. Yerkes_____ - .- Kentucky .. ..o oo Dec. 20, 1900 | Apr. 30, 1907
John G. Capers__ .- South Carolina__ ___.._-——-__ June 5,1907 | Aug. 31, 1909
Royal E. Cabell.___________.__.. Virginia_ oo - _o--- Sept. 1,1909 | Apr. 27,1913
William H. Osborn____.___._ .- North Carolina_ - __.-.-- Apr. 28,1913 | Sept. 25, 1917
Daniel C. Roper_ .. ... South Carolina____.—._____—- Sept. 26,1917 | Mar. 31, 1920
William M. Williams_ . ________-- Alabama . .o oo Apr. 1,1920 | Apr. 11,1921
David H. Blair. ... ..~ North Carolina__. - __._._- May 27,1921 | May 31,1929
Robert H. Lucas. - _ . -_._____.-. Kentucky. .- ooooooocioon June 1,1929 | Aug. 15,1930
David Burnet_ ... _-- Ohio_ - o oo Aug. 20,1930 | May 15, 1933
Guy T. Helvering . ____ ... - Kansas. - - oo oo June 6,1933 Oct. 8,1943
Robert E. Hannegan . - ____ ... MiSSOUri - - - - - e - Oct. 9,1943 | Jan. 22,1944
Joseph D. Nunan, Jr- . .- . New York _ o oooieeeos Mar. 1,1944 | June 30, 1947
George J. Schoeneman______.__._ Rhode Island - ——-_.| July 11,1947 | July 31,1951
John B. Dunlap_ .. ... Texas. - - cooeoeemmemeeme Aug. 1,1951 | Nov. 18, 1952
T. Coleman Andrews ... _.___- Virginia. .- ocoooiooooooo- Feb. 4,1953 | Oct. 31,1955
Russell C. Harrington _ - _ - _._.__- Rhode Island . ___ .- Dec. 5,1955 | Sept. 30,1958
Dana Latham___________...-_-- California__ . oo Nov. 5,1958 | Jan. 20,1961
Mortimer M. Caplin_____________| Virginia___ .- Feb. 7,1961 | July 10,1964
Sheldon S. Cohen__._____ ... - Maryland - - . .. oo Jan. 25,1965 |- oooo-o----- :

In addition, the following were Acting Commissioners during R. Baldridge, of Iowa, from May 16 to June 5, 1933; Harold
periods of time when there was no Commissioner holding the N. Graves, of Illinois, from Jan. 23 to Feb. 29, 1944; John S.
office: John W. Douglass, of Pennsylvania, from Nov. 1, 1870, Graham, of North Carolina, from Nov. 19, 1952, to Jan. 19,
to Jan.2, 1871; Henry C. Rogers, of Pennsylvania, from Mayl 1953 ; Justin F. Winkle, of New York, from Jan. 20 to Feb. 3,
to May 10, 1883, and from May 1 to June 4, 1907; John J. 1953; ‘O. Gordon Delk, of Virginia, from Nov. 1 to Dec. 4,
Knox, of Minnesota, from May 11 to May 20, 1883; Robert. . 1955, and from Oct. 1 to Nov. 4, 1958; Charles I. Fox, of Utah,
Williams, Jr., of Ohio, from Nov. 28 to Dec. 19, 1900, Millard from Jan. 21 to Feb. 6, 1961; and Bertrand M. Harding, of
F. West, of Kentucky, from Apr. 12 to May 26, 1921; H. F. Texas, from July 11,1964 to Jan. 24, 1965.

Mires, of Washington, from Aug. 16 to Aug. 19, 1930; Pressly ' '
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Appendix
TAXPAYER PUBLICATIONS

Your Federal Income Tax, Publication No. 17, is
designed to help taxpayers find answers to their tax
questions and to assist them in preparing their in-
dividual income tax returns. This publication, writ-
ten in nontechnical language, is revised each year
to include the latest changes in the Federal tax laws,
regulations, and official rulings. ,

New features in the 1968 edition include a list-

ing, by State, showing where to file tax returns and a .

table showing how to claim additional withholding
allowances on the basis of itemized deductions. The
new deduction for medical insurance and the new
support test for children of divorced parents are
explained.

The 160-page booklet follows an established pat-
tern and includes such taxpayer aids as a compre-
hensive index and a filled-in tax return with entries
keyed through page references to explanations of the
law and examples of its application to actual
situations. '

With sales of 918,482 copies of the 1968 edition,
Your Federal Income Tax continues to be a “best
seller” of the Government Printing Office. The In-
ternal Revenue Service used an additional 150,000
copies in its Understanding Taxes Program, Tax-
payer Assistance Program, and other training and
educational projects. The publication is available at
50 cents a copy at the Government Printing Office
and local Internal Revenue Services offices.

The Teaching Taxes Program, used in 24,900
high schools and colleges during 1968, is based on
Publications No. 19, 21, and 22, described below.

Teachers Guide, Publication No. 19, contains an-
swers to the tax problems appearing in the student
text, information on the 50 most asked tax questions,
a wall chart of Forms 1040 and 1040A, and other
teaching aids.

Understanding Taxes, the student text, is pub-
lished in a 28-page general edition, Publication No.
21, and a Farm Edition, Publication No. 22. Both
editions have illustrated step-by-step explanations
of the preparation of typical income tax returns,
answers to practical problems, and supplementary
questions and problems. Introductory chapters dis-
cuss civic responsibility, U.S. tax history, and the
Federal budget. Publication No. 22 devotes an ad-
ditional eight pages to farm tax situations.

Of the 3,872,000 students who participated in
the 1968 Understanding Taxes Program, 3,430,000
used the general text and 442,000 used the Farm
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Edition. A total of 83,000 Teachers Guides were
distributed. '

Tax Guide for U.S. Citizens Abroad, Publication
No. 54, is prepared to assist American citizens who
are residents of foreign countries or are abroad for
specified periods. It explains the conditions under
which income earned abroad may be partially or
fully tax exempt, and other special rules that affect
Americans living outside the United States. Some
530,000 copies of this booklet were printed for free
distribution through Internal Revenue Service of-
fices and U.S. Embassies and Consulates in all parts
of the world: ‘ ,

The Farmer’s Tax Guide, Publication No. 225,
is a 64-page booklet in which the tax problems of
farmers are explained in everyday terms. A total of
1,080,000 free copies were distributed by Internal
Revenue Service offices and extension agents of the
Department of Agriculture,

The 1968 edition features a tax calendar to re-
mind farmers of their tax obligations throughout the
year. Filled-in samples of an income tax return and
the accompanying schedules that farmers normally
use refer the reader to sections of the booklet where
the various entries are explained. There are illustra-
tions of depreciation, farm income, and expense
records, and discussions of income, employment, and
self-employment taxes with examples showing how
the rules apply to specific situations.

Tax Guide for Small Business, Publication No.
334, provides answers to tax questions concerning
sole proprietorships, partnerships, and corporations.
It explains in nontechnical language how Federal
income, excise, social security, and withholding taxes
apply, and gives examples of typical situations.

A Check List of activities subject to Federal taxes
shows the forms to be filed and the pages on which
each situation is discussed. A Tax Calendar for
Businessmen reminds readers of the actions they must
take during the year to comply with the Federal tax
laws.

Approximately 250,000 copies of this 160-page
booklet were sold during the year at 50 cents a copy
by the Government Printing Office and Internal
Revenue Service. Another 90,000 were printed for
internal use by the Service.

A Guide to Federal Estate and Gift Taxation,
Publication No. 448 (12-67), furnishes a summary
of the principal provisions of the Federal estate and
gift tax laws and regulations in force as of December
1967. In addition to 14,808 copies sold at 25 cents
a copy by the Government Printing Office, 6,500
were printed for internal use by the Service.




Tobacco Tax Guide.—A compilation was made

- of basic reference material to assist manufacturers
. of taxable tobacco products and others concerned
" to comply with Federal tobacco tax laws and regula-

tions. This document, referred to as Publication No.

464, may be purchased for $3.50 from the U.S.

Government Printing Office, Washington, D.C.
20402.

New Free Taxpayer Information

f Publications

Social Security for Clergymen is a joint Internal
Revenue Service-Social Security Administration
pamphlet—IRS Publication No. 484 and Social Se-
curity Publication No. SS1-9—that is available to
the public free through the offices of both organiza-
tions. It explains the new exemption provisions for
clergymen under the 1967 amendments to the social
security laws, the rcporting of earnings, the compu-
tation of net earnings from self-employment, and
other matters of interest to clergymen.

Moving Expenses—Tax Information for Em--

ployees and Employers, Publication No. 521, sup-
plements the instructions on movmg expenses in
Circular E, Employer s Tax Guide. It contains in-
formation concerning the deduction of employees’
moving expenses and the requirements for with-
holding tax on payments made by an employer to
defray all or part of the expenses associated with
relocation of employees.

Valuation of Donated Property, Publication No.
561, explains in detail the methods to be used in

_ determining the fair market value of property other

than cash donated to religious, educational, chari-
table, and other qualified organizations.

A major portion of the pamphlet is devoted to
the problems of determining the fair market value of
such donated property as household goods, used
clothing; objects of art, books, and stocks and bonds.
It lists information an individual must provide with
his tax return and outlines items to be included in
an appraisal report.

Prepared principally for individuals who claim
charitable deductions, the publication also should be
helpful to professional appraisers.

Federal Tax Guide for Survivors, Executors, and
Administrators, Document No. 5581, was developed
to assist executors and administrators who deal with
the tax problems of decedents and their estates. It
discusses the evaluation, management, distribution,

and termination of estates for income tax purposes
and devotes some attention to the Federal estate tax.
Other topics covered include the tax treatment of
payments to beneficiaries, the exclusion of certain
funds from estate or survivor income, and taxation
of insurance proceeds. Examples illustrate the vari-
ous rules and provide guidance for preparing the
necesary tax returns,

Withholding Tax on Nonresident Aliens and For-

-~ eign Corporations, Document No. 5582, was added

to the list of free taxpayer information pamphlets
this year because of changes in the withholding tax
provisions brought about by the Foreign Investors
Tax Act of 1966 (Public Law 89-809). Designed to
help the withholding agent understand his obliga-
tions, it contains a table of withholding rates under
income tax treaties.

‘Employee Educational Expenses, Document No.
5952, explains the liberalized deduction for educa-
tional\expen’ses under the income tax regulations
issued in 1967. The document was developed in
response to many requests received by the Internal
Revenue Service and the Department of Health,
Education, and Welfare.

T ax Information for Students and Parents, Docu- -

ment No. 5972, was developed in response to nearly
a million queries by the public during the filing
period concerning students as dependents, student
exemptions, student income, and filing require-
ments. The document discussed such matters as stu-
dent filing requirements, procedures for getting a
refund of tax withheld if a student earns less than
$600, the conditions under which a parent may
claim a student as a dependent, and the parent’s

‘responsibility for a minor’s income tax liability.

Sixty-three additional information documents
and publications, from 2 to 24 pages in length, were
distributed free to taxpayers in numbers ranging
from 55,000 to 1,270,000 copies. Each publication
or document contains a detailed explanation of the
tax law that applies to the area it covers. The Na-
tional Office and field offices enclose copies of ap-
propriate publications with replies to inquirics from
taxpayers, and local offices provide copies of pam-
phlets upon request. A list of the additional pubhca-
tions and documents follows:

Publication
Title number
Farmers Gas Tax Credit_ .- oo eaao 308
Federal Use Tax on Trucks, Truck-Tractors and Buses. 349
Federal Gas Tax Credit or Refund for Nonhighway and
Transit USers o oo oo e cecmmicmeem e m 378
Travel, Entertainment, and Gift Expenses__ .- ___._ 463
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: number
Personal Exemptions and Dependents___-_________.... 5013
Moving Expenses_ ..o an 5014
Sick Pay_ . e 5016
Selling Your Home . _ . ..o 5017
Retirement Income and Credit. ... _____._______ 5018
Medical and Dental Expenses_ . - . oo oo _____. 5020
What Is Income? ______________________________._ 5045
Tax Calendar and Check List for 1968___.__.._______ 5046
Self-Employment Tax_ ______________ . _ . ___ .. 5047
Sales and Exchanges of Assets_ _ .. _ .. __o- 5048

Depreciation, Investment Credit, Amortization, De-

pletion_ - 5050
Business Expenses_._ Ll il_..c 5051
Child Care_ _ _ .o 5052
Contributions. _ _ .. _ .. el 5053
Excise Taxes for 1968_ _ _ _ o 5054
Rents and Royalties Income_____.____________.____ 5060
Losses From Operating a Business________._________. 5062
Interest Deductions_ .- - oo 5074
TS - o e e 5075
Filing Your Tax Return_ - _ . oo 5107
Instaliment and Deferred-Payment Sales. . __.________ 5i08
Almony . . e e 5109
Other “Page 2 Deductions. - - oo ocoaa oo 5110
Estimated Tax and Tax Withholding. . ___________.__ 5111
Disasters, Casualties, and Thefts_______ .. ______.___ 5174
Accounting Periods and Methods.. .. ... _________. 5175
Bad Debts. oo oo 5176
Withholding from Wages by Employer_..._..ooo_-._- 5177
Repairs and Improvements_____ ... .. .o i--- 5178
Partnerships. - - ..ol lienioo 5179
Corporations. . ool 5180
Sale of a Business. ... ... _._. 5181
Community Property_ - . .. . _ ... 5192
If Your Return is Examined . ....__ . __ .. oo.____. 5202
Tax Information for Visitors to the United States._._- 5371
Condemnations of Private Property for Public Use.__... 5383
Decedents. - oo i 5446
Tax Tips for Homeowners_ . - cmmaaoaeoo- 5447V
Investment Income and Expenses. -« _cuino. 5448
Cost or Other Basis of Assets_ .. _ .. _ococuno-- 5516
Foreign Tax Credit for- U.S. Citizens and Resident

AllenS. o e e 5517
Importance of Adequate Records_ - o oo 5518
How to Apply for Exemption for Your Organizatioh_ . 5551
Highlights of 1967 Tax Changes. . ___ .o« co__- 5552
Income Averaging . _ - .. -.eoceococeaczccammocian- 5553
Sales and Other Dispositions of Depreciable Property__ 5554
Tax Benefits for Older Americans_._____ . ___...--.. 5569 V
Information Reporting' Requirements of Sponsors of

Contests or Sporting Events. __________ ... 5572
Scholarships and Fellowships_ ..o o-ic commconomn 5575
Income Tax Deductions for U.S. Government Civilian

Employees Stationed Abroad . - _ .. . . .- 5583
Dual-Status Tax Years of Alien Taxpayers____._..___. 5584
Social Security for Clergymen and Religious Workers

Abroad. . - e 5586
Preparation of Form 1040NR ... _.___ 5587
Tax Advice for Foreign Scholars and Visitors on Official

Educational and Cultural Exchange Programs.__..-_ 5588
U.S. Tax Guide for Aliens_ . _. o _________- 5589
American Scholars Abroad and U.S, Income Tax__.__ 5590
Retirement Plans for Self-Employed Individuals. ... _. 5592
Credit Sales by Dealers in Personal Property.._....__. 5593
Reporting Your Tips for Federal Tax Purposes_.._._-- 5640

The Service also publishes the following publications which
are available from the Superintendent of Documents, U.S.
Government Printing Office, Washington, D.C. 20402, at the

" price indicated.
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Puyblication
Tutle number
Law and Regulations Relating to Employee Pen-
sion, Annuity, Profit-Sharing, Stock Bonus and
Bond Purchase Plans Including Plans for Self-
Employed Individuals {Price 60¢)-~—-—---_--—-- 337 (2-66)
Pension Trust Procedures and Guides for Qualifi-
cation (Price 35¢) - n oo e el

TAX FORMS ACTIVITY

The following new forms were issued:

377 (3-66)

Form Number Title

1040X . - Amended U.S. Individual Income Tax
Return. ‘

1040~ES (Spanish).. - Declaration of Estimated Income Tax
for Individuals (In Spanish).

1040NR _..._ .- U.S. Nonresident Alien Income Tax
Return.

1099M ... U.S. Information Return of Distribu-
tions by Regulated Investment Com-
panies During Calendar Year.

1120-ES Amended Declaration of Estimated In-

(Amended) come Tax for Corporation.

1120-W .o o U.S. Corporation Worksheet for Com-
putation of Estimated Income Tax.

2848-D_ . __-_ Authorization and Declaration.

4322 . Validation Certificate of Prior Ameri-
¢an Ownership and Interest Equali-
zation Tax Compliance.

4322-A______._ .. Application for Validation Certificate
of Prior American ‘Ownership and
Interest Equalization Tax Com-
pliance.

4347 .- Information Return by Persons Re-
ceiving Program Payments from' the
U.S. Department of Agriculture.

4361 _ . Application for Exemption from Self-
Employment Tax for Use by Min-
isters, Members of Religious- Orders
and Christian Science Practitioners.

4415 . Election to Exempt from Self-Employ-
ment Coverage Fees Received by
Certain Public Officers .and Em-
ployees of a State or a Political - ;
Subdivision Thereof.

The following forms were eliminated:
1040B..__ . ... U.S. Nonresident Alien Income Tax
Return.

1040-Q_ .- U.S. Individual Income Tax Return
(Questionnaire Version). :

1040NB__ .. ____ U.S. Nonresident Alien Income Tax
Return. o

1040NB-a._ . ___..__ U.S. Nonresident Alien Income Tax;
Return.

2848-A .. Limited Power of Attorney.

3625 oo Certificate of American Ownership—
Interest Equalization Tax. ;

3626 iceoeee Certificate of American Ownership by

Nominee—Interest Equalization Tax.,

SUPREME COURT DECISIONS
Civil Cases

Two cases concerning priorities of claims ir
Bankruptcy Act proceedings were. decided by the



Court. In Joint Industry Board of the Electrical
Industry v. United States, 36 U.S.L. Week 4438
(U.S. May 20, 1968), the Court, affirming the
Court of Appeals for the Second Circuit, held that
claims against the bankrupt employer for unpaid
contributions to an employee’s annuity plan are not
wages entitled to priority under section 64a(2) of
the Bankruptcy Act. An annuity plan was estab-
lished by a collective bargaining agreement between
a local union and associations of electrical contrac-
tors. The employers contribute for each day worked
by their employees. Payments are made to trustees
who administer the contributions under the plan.
The contractor-taxpayer was adjudicated bankrupt
and the Joint Industry Board filed a claim including
payments under the plan which were due but not
paid during the three months prior to the commence-
ment of the bankruptcy proceeding. They asserted
~ priority under section 64a(2) of the Act claiming
that the payments due were wages. The Govern-
ment which had filed a claim for priority under sec-
tion 64a(4) objected to the allowance of the
Board’s priority claims, taking the position accepted
by the Court that such payments were not wages.
The Government’s interest laid in the fact that pay-
ment of such claims as wages reduced the amount
available to pay the taxes. B

In the other bankruptcy case, Reading Company
v. Francis Brown, Trustee, 36 U.S.L. Week 4524
(U.S. June 3, 1968), the United States entered the
case on the side of the trustee in bankruptcy who
had successfully argued that certain tort claims re-
sulting from a fire caused by the negligence of a

contractor hired by the receiver having control of,

the debtor’s estate during an arrangement under
Chapter XI of the Bankruptcy Act were not en-
titled in the ensuing bankruptcy to the priority
that section 64a(1) of the Act gives unpaid ex-
penses of administration of the arrangement. Pay-
ment of the tort claims as section 64a(1) priority
claims would reduce the amount in the estate other-
wise available for payment of the tax claims. The
bankrupt corporate taxpayer originally filed a peti-
tion for an arrangement under Chapter XI; a re-
ceiver was appointed to conduct the business; dur-
ing this period a fire destroyed a structure owned by
the estate; such fire spread to adjoining premises of
the Reading Company and others; and these par-
ties filed claims styled as administrative expenses of
the arrangement which in the ensuing bankruptcy
liquidation became claims for administration ex-
penses entitled to first priority under section 64a(1).
The trustee successfully moved to expunge these

claims on the ground that they were not expenses of
administration. The Court reversing the circuit
court held “that damages resulting from the negli-
gence of a receiver acting within the scope of his
authority as receiver give rise to ‘actual and neces-
sary costs’ of a Chapter XI arrangement.”

In a civil summons enforcement case, Justice V.
United States, 390 U.S. 199 (1968) the Court af-
firmed without opinion the decision of the Three
Judge District Court for Eastern District of Ken-
tucky, United States v. First National Bank of Pike-
ville, 274 F. Supp. 283 (E.D. Ky. 1967), denying
the taxpayers' suit to enjoin the enforcement of
summons to several banks to produce bank records
on the taxpayers’ banking transactions. The district
court had found that the investigation being con-
ducted by the Internal Revenue Service was to de-
termine the accuracy of the taxpayers’ income tax
returns and further had held that the fact that the
summons might be used to obtain information for
subsequent use in a criminal proceeding would not
of itself render the enforcement of summons statute
(section 7604 IRC 1954) unconstitutional, since the
taxpayers could appear in any subsequent action
and assert their constitutional or other claims chal-
lenging the summons.

On December 11, 1967, the Supreme Court re-
solved a conflict among the circuits when it reversed
the Sixth Circuit and upheld the Commissioner’s
overnight rule as a valid construction of the statutory
phrase “away from home” as used in section 162(a)
(2) of the 1954 Code. United States v. Correll,
389 U.S. 299 (1967), reversing 369 F. 2d 87 (6th
Cir. 1966). The Correll case involved a traveling
salesman for a wholesale food company who de-
ducted the cost of breakfasts and lunches on 150 to
175 mile trips which he routinely made between
5:00 a.m. and 5:30 p.m. of the same day. In hold-
ing that the “overnight” or “sleep or rest” rule bore
no rational relationship to the business necessity of
the meal expenses, the Sixth Circuit aligned itself
with the Eighth Circuit, which had previously re-
jected the rule in Hanson v. Commisioner, 298 F.
9d 391 (8th Cir. 1962). Arrayed against The Sixth
and Eighth Circuits was the First Circuit, which
upheld the rule in Commissioner V. Bagley, 374 F.
9d 204 (1st Cir. 1967), cert. denied 389 U.S. 1046
(1968).

In resolving the conflict in favor of the Govern-
ment, the Supreme Court stated that the overnight
rule provides a means of interpreting the travel ex-
pense statute so as to achieve ease and certainty of
application as well as substantial fairness to tax-

ANNUAL REPORT / APPENDIX 85



payers. As a result of this landmark decision in the
travel expense area, the uncertainty which existed
for many years concerning the validity of the over-
night rule was ended, and the sharp conflict which
the rule engendered among the courts was put to
rest.

In a brief per curiam opinion in which the
Supreme Court granted the Government’s petition
for a writ of certiorari and reversed the judgment of
the Tenth Circuit, capital gains treatment was
denied on the proceeds from the sale of oil produc-
tion payments under the authority of Commissioner
v. P. G. Lake, 356 U.S. 260 (1958). Wiseman v.
Barby, 390 U.S. 339 (1968), reversing 380 F. 2d
121 (10th Cir. 1967). The taxpayers, as grantors of
an oil and gas lease, reserved a one-eighth royalty
and a $300,000 production payment; the produc-
tion payment was then sold to third parties for
$300,000. The significance of the decision lies in the
fact that it overruled a decision which tended to
erode the principles set forth by the Supreme Court
in the landmark P. G. Lake case, which was in direct
conflict with the Fifth Circuit’s decision in United
States v. Foster, 324 F. 2d 702 (5th Cir. 1963),
and which set an erroneous legal precedent in a
number of states which have a considerable amount
of mineral activity.

The Commissioner was successful in contending
that certain minority stockholders in a “spin-off”
realized ordinary income on their exercise of stock
rights received from a controlling corporation to
purchase a controlled corporation’s common stock
(in the amount of the difference between the per
share option price and the fair market value of a
share of that stock) at the moment of exercise and
on the sale of such rights. Commissioner v. Gordon;
Baan v. Commissioner, 391 U.S. 83 (1968). By so
holding, the Court reversed the Second Circuit’s
opinion in Gordon and affirmed the Ninth Circuit’s
decision in Baan. The Court observed it was clear
that when a corporation sells corporate property to
its shareholders at less than its fair market value, it
is a taxable “distribution of property” within the
scope of section 316 of the Code unless the case falls
within some specific exception and, it agreed with
the Commissioner that the exception provided in
section 355 had not been met. Although the Com-
missioner had urged several grounds to justify his
position that the section 355 provisions had not been
met, the Court considered and based its decision
upon only one of the said grounds. Thus, section
355(a) (1) (D) requires that the “distribution” di-
vest the controlling corporation of at least 80 percent
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control of the controlled corporation. While it was
not necessary, the Court observed, that the entire
divestiture occur within a single tax year, there must
be a binding commitment by the controlling corpo-
ration to divest itself of control and, although in
fact the initial and second distribution (occurring
2 years later) in this case did divest the controlling
corporation of control, an acknowledged plan of
total divestiture was lacking at the time of the ini-
tial distribution. The Court specifically found it un-
necessary to decide, as in Palmer v. Commissioner,
302 U.S. 63 (1937), whether an issue of rights to
purchase at less than fair market value was itself a
dividend or whether a dividend occurred only at
the time of purchase. '

A petition for certiorari filed by the plaintiff in a
civil suit against Alcohol Tax investigators arising
out of a Presidential protection assignment was
denied.

Criminal Cases

On January 29, 1968, the Court decided Haynes
v. United States, 390 U.S. 85, holding that a proper
claim of the constitutional privilege against self-
incrimination provides a full defense to prosecution
either for failure to register a firearm under Section
5841, or for possession of an unregistered firearm
under Section 5851. Since possession of an unreg-
istered firearm was the most commonly charged
offense under the National Firearms Act, and since
other offenses under the Act are difficult or some-
times impossible to prove, this decision has had a
serious adverse impact on firearms enforcement.

In Marchetti v. United States, 390 U.S. 39
(1968) the Supreme Court reversed the taxpayer’s
conviction for willful failure to register and pay the
special wagering tax. Also, in Grosso v. United
States, 390 U.S. 62 (1968) which was decided on
the same day, a conviction for willfully failing to pay
the excise tax imposed on wagering, for willfully fail-
ing to pay the special occupational tax, and one
count of conspiracy to defraud the United States by
evading payment of both taxes was reversed. Mar-
chetti claimed that the statutory obligations to reg-
ister and to pay the occupational tax violated his
Fifth Amendment privilege against self-incrimina-
tion. Grosso contended that payment of the excise
tax would have required him to incriminate him-
self. The court in overruling United States v. Kah-
riger, 345 U.S. 22 (1953) and Lewis v. United
States, 348 U.S. 419 (1955), held that those who
properly assert their constitutional privileges against




self-incrimination may not be criminally punished
for failing to comply with their filing requirements.
The court did not strike down the civil portion of
the wagering tax provisions. The court also held
that the required records doctrine, Shapiro v. U nited
States,-335 U.S. 1 (1948) was not applicable to
these cases.

On March 5, 1968, the Supreme Court in revers-
ing the judgment of the District Court for the
Southern Judicial District of Indiana in U nited
States v. Habig, et al., 390 U.S. 222 (1968), con-
cluded that the statute of limitations begins to run
from the date of actual filing and not from the statu-
tory due date of a return. The defendants in this
case had been indicted for tax evasion and for aiding
and assisting in the preparation and presentation of
a false tax return. In each instance the underlying
return was statutorily due on May 15, 1960, but an
extension with respect to filing had been granted
until August 15, 1960. The underlying returns were
actually filed on August 12, 1960, and August 15,
1960. The indictments were returned within 6 years
of the actual filings, but more than 6 years after the
statutory due dates computed without regard to

_extensions.

The Supreme Court concluded in Mathis v.
United States, 391 U.S. 1 (1968) that admissions
made by a taxpayer while incarcerated to an internal
revenue agent who failed to give the Miranda warn-
ing were inadmissible. In this case a revenue agent
performing a routine tax investigation obtained ad-
missions from Mathis that he had signed the 1960
and 1961 income tax returns and signatures on con-
sents to extend the statute of limitations, which
signatures were ultimately used as exemplars by a
handwriting expert. This evidence, together with
proof of the falsity of the two returns, resulted in
Mathis’ conviction for filing false claims for refunds.

In Will v. United States, 389 U.S. 90 (1967) the
Supreme Court vacated a writ of mandamus and
remanded the case to the court of appeals for the
Seventh Circuit. The Circuit Court had issued the
writ which directed the trial judge in a tax evasion
case to vacate his order compelling the government
to make a pretrial disclosure of persons who allegedly
had heard the taxpayer make incriminating state-
ments. The Supreme Court held that mandamus is
a drastic remedy which does not apply in the ab-
sence of a showing by the government that the trial
judge adopted a policy of deliberate disregard of the
criminal discovery rules. It was also found that the
request was not for a disclosure of a list of govern-
ment witnesses, since it was probable that the gov-

ernment would call other witnesses not involved in
the disclosure request.

ACTIONS OF LOWER COURTS

Civil Cases

The Fifth Circuit in United States v. William ].
Rochelle, Trustee, 348 F. 2d 748 (5th Cir. 1967),
cert. denied 390 U.S. 946 (1968) considered the
question whether money obtained from a swindle is
taxable income to the swindler. The court in revers-
ing the district court and the Referee in Bankruptcy
held that money which had been obtained by the
individual taxpayer, now in bankruptcy, from third
parties by false representations, the use of which
represented an economic benefit to him, is taxable
to him, not withstanding the fact the transactions
were alleged to be in the form of loans. The trial court
had found that the taxpayer in this instance was 2
borrower of money which he promised to return and
had held that the subjective intent of the borrower,
undisclosed to trusting lenders, not to.repay the
money did not convert the loans into taxable income.
The circuit court concluding that economic benefit
accrued to the taxpayer held the income to be
taxable.

In the case of Trinity Universal Insurance Com-
pany v. United States, 382 F. 2d 317 (5th Cir.
1967), cert. denied 390 U.S. 906 (1968) the Gov-
ernment was contending that it had a right of setoff
on account of employment taxes owed by a defense
production contractor in default, against the con-
tractor’s surety on its performance bond who com-
pleted the contract. The contractor was awarded a
contract for the construction of a nuclear warfare
laboratory at an Air Force base; the surety company
executed a performance bond and a payment bond
required by the Miller Act; when 90 percent of the
contract had been completed and most of the prog-
ress payments made, the contractor defaulted and its
right to proceed was terminated; Federal employ-
ment taxes were unpaid; the surety in discharge of
its obligations agreed with the Government to com-
plete the contract and did so, expending a substan-
tial amount of money; and the surety was paid for
completing the contract and was paid the retainage
for the work done by the contractor, less the amount
of the unpaid employment taxes. The surety sued to
recover the amount withheld and setoff by the Gov-
ernment for the employment taxes of the contractor.
The district court upheld the right of the Govern-
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ment to setoff but the court of appeals reversed
holding the setoff was improper. The court held that
a surety under a Miller Act performance bond who
undertakes to complete the project is entitled to the
funds in the hands of the Government not as a credi-
tor and subject to setoff, but as a subrogee having
the same rights to the funds as the Government. The
surety is entitled to have the full contract price ap-
plied to the performance of the contract. The surety
is not liable for taxes of the contractor:

Court cases concerning the enforcement of civil
summonses continue to be an active and significant
area of litigation.-One of the several important cases
in this area is the case of Selinger v. Bigler, 377 F.
2d 542 (9th Cir. 1967), cert denied 389 U.S. 904
(1967), wherein the circuit court affirming the dis-
trict court, denied the petitioner taxpayer’s motion
to suppress and return copies of his records which
were obtained with his consent by a special agent
and an internal revenue agent. The cause came be-
fore the district court by means of a preindictment
pleading under Federal Rules of Criminal Procedure
41(e), whereby the petitioner filed a motion for
return of property and to suppress evidence, alleg-
ing that the defendants, special agent and internal
revenue agent, had illegally photocopied petitioner’s
books, records and other memoranda in the course of
an investigation of petitioner’s business, a sole pro-
prietorship. Petitioner also contended that his con-
stitutional right to counsel was violated under
Escobedo v. Illinois, 378 U.S. 478 (1964). The
court of apeals affirmed the district court which had
found that the records were voluntarily made avail-
able and that the evidence was not illegally obtained
and had held that none of the petitioner’s constitu-
tional rights had been violated.

Another important summons enforcement case
was decided by the Third Circuit in United States v.
Dauphin Deposit Trust Company, 385 F. 2d 129
(3rd Cir. 1967), cert. denied 390 U.S. 921 (1968).
In this matter a summons was served on a bank re-
quiring it to produce records regarding the transac-
tions of four customers. The bank refused to comply,
arguing as its primary objection that the sum-
monses were so expansive that the financial burden
of locating, retrieving and reproducing the requested
material amounted to an unreasonable search and
seizure in violation of the Fourth Amendment and a
deprivation of property without due process of law
in violation of the Fifth Amendment, i.e., the finan-
cial burden constitutes a taking of private property
without just compensation. The district court
granted the Government’s petition for enforcement
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and the bank appealed. The court of appeals in af-
firming the district court held that the bank was not
requested to submit to an unreasonable burden and
that the summonses, as limited by the Government’s
petition to enforce, were not unduly indefinite. The
court also pointed out that in view of the bank’s
refusals to cooperate in the slightest degree its argu--
ments as to the extent of the burdens put on it “be-
came plainly speculative.”

In the case of Jules Hairstylists of Maryland, Inc.
v. United States, 389 F. 2d 389 (4th Cir. 1968),
cert. denied 36 U.S.L. Week 3452 (U.S. May 27,
1968), the Court affirmed per curiam the decision of
the District Court for the District of Maryland in
favor of the Government. The three plaintiffs, cor-
porations who employ beauticians in the operation
of their beauty salons, sought to have the dis-
trict court declare sections 3102(a) and (c) and
3402(k) of the Internal Revenue Code unconsti-
tutional and enjoin the Director from enforcing
them. The plaintiffs alleged that these sections are
ambiguous, arbitrary, discriminatory, invalid and
offensive to the Fifth Amendment as an undue
burden on them as employers, an uncompensated
taking of property, and an invasion of privacy. They
requested that a three-judge court be convened.

The Code sections in question require an em-
ployer to receive reports from employees who are
recipients of $20.00 or more in tips in each calendar
month in the course of their employment, to with-
hold income and social security taxes on the amount
of tips reported to the extent of the employee’s funds
within the employer’s control, to accept from the
employee any tender of money to pay the taxes when
the employee’s funds with the employer are insuffi-
cient, and to account for such withheld taxes and
money paid over by an employee.

The district court in granting the Government’s
motion to dismiss and denying the request for a |
three-judge court held that in the absence of the 4
United States’ consent to be sued the employers had |
no standing to bring suit to enjoin the Government |
from enforcing the Code provisions. The employers
were only collection agents for the Government and
thus had no right to bring suit as taxpayers. The ?
Government had made no levy on property of the
employers and, therefore, the employers had no right .
to bring suit under section 7426 of the Code as non- |
taxpayers. Furthermore, the employers could not 1
overcome the provisions of section 7421 providing }
statutory prohibition against suits to restrain assess-

- ment or collection of taxes. Since the employers had

no standing to bring an injunction suit, they like- §




wise had no standing to request the convening ofa
three-judge court. In addition, the court held that
it had no power to hear a motion for a declaratory
judgment as to the constitutionality of the particular
Code provisions since Section 2201 of Title 28 of
the United States Code is explicit that no Federal
. court may render a declaratory judgment with re-
spect to Federal taxes.

United States v. The Donruss Company, 384 F.
2d 292 (6th Cir. 1967), cert. granted April 22,
1968, involves the important question of whether in
applying the tax imposed on accumulated earnings
of a corporation “availed of for the purpose of
avoiding the income tax with respect to its share-
holders,” it is necessary that the corporation have
as its “dominant, controlling, or impelling” motive
the avoidance of income tax on its stockholders, as
the Sixth Circuit held, or whether it is sufficient, as
the Government contends, that the avoidance motive
be but one of the purposes of the accumulation. The
Sixth Circuit’s “dominant purpose’ test is in con-
flict with the views of the Second and Fifth Circuits
as expressed in Trico Products Corp. V. Commis-
sioner, 137 F. 2d 424 (2d Cir. 1943), cert. denied
320 U.S. 799 (1943), and Barrow M anufacturing
Co. v. Commissioner, 294 F. 2d 79 (5th Cir. 1961),
cert. denied 369 U.S. 817 (1962). But see, Young
Motor Co.v. Commissioner, 281 F. 2d 488 (1st Cir.
1960). The Supreme Court has now granted cer-
tiorari in Donruss.

In Skelly Oil Co. v. United States, 392 F.2d 128
(10th Cir. 1968), affirming upon rehearing 376 F.
9d 497 (10th Cir. 1967), the Court of Appeals held
that the taxpayer, which had taken depletion deduc-
tions on income received in the years 1952 through
1957 and held under a claim of right, was not re-
quired under section 1341 of the 1954 Code to re-
duce its deductions in a later year for refunds made
to customers by the amount of such depletion deduc-
tions. The court treated the question as a question
of interpreting section 1341, without reference to
other sections of the Code, and could find no statu-
tory support for limiting the deduction in the year of
repayment. The issue is one of first impression and
of considerable administrative importance, particu-
larly in light of recent Supreme Court decisions to
the effect that the Federal Power Commission has
the right to set area rates for natural gas and to au-
thorize retroactive refunds where appropriate. A
petition for a writ of certiorari has now been filed
by the Solicitor General.

In a decision which could liberalize the treatment
of employer-paid scholarships, the Court of Appeals

for the Third Circuit held that stipends received by

the plaintiff-employees from their employer while

on leaves of absence to enable them to complete their

work as candidates for doctoral degrees constitute

excludable scholarships under section 117 of the

Code. Johnson, et al v. Bingler, 396 F. 2d 258 (3rd
Cir. 1968). In rejecting the “indicia of compensa-

tion” criteria of section 1.117-4(c) (1) of the regu--
lations, the court stated that “any reasonable stipend

which comes within the common understanding of

what constitutes a scholarship, is paid to finance the

schooling of a degree candidate, and does not fall
within the limitation of section 117(b) (1) is ex-

cluded from gross income.” The court also limited

the effectiveness of section 1.117-4(c) (2) of the

regulations (the “primary purpose” rule) by holding

the indirect benefits derived by the employer to be

beyond the scope of the regulation. The Third Cir-

cuit’s decision is in conflict with Ussery v. United
States, 296 F. 2d 582 (5th Cir. 1961) and Woddail

v. Commissioner, 321 F. 2d 721 (10th Cir. 1963),
in both of which the validity of the regulation was

upheld. See also, Stewart v. United States, 363 F. 2d

355 (6th Cir. _1966) and Reese v. Commissioner,
373 F. 2d 742 (4th Cir. 1967).

An important decision in the realm of exempt or-
ganizations was rendered by the Court of Appeals
for the First Circuit in United States V.. Knapp
Brothers Shoe Manufacturing Corporation, 384 F.
2d 692 (1st Cir. 1967), cert. denied 390 U.S. 989
(1968). In that case three individuals formed the
taxpayer, which then acquired all the assets of a
successful shoe manufacturer, the purchase price to
be paid out of earnings. The sole distributee of both
income and property was New York University. In
denying the charitable contributions deduction to
the corporate plaintiff, the First Circuit expanded
the ambit of its decision in Crosby Valve and Gage
Company v. Commissioner, 380 F. 2d 146 (1st Cir.
1967), and in so doing, emphasized the Congres-
sional intent to place charitably owned businesses
which were not themselves charities on the same
footing as their non charitable competitors. Both
First Circuit decisions will strengthen the Service’s
position in the feeder organization area.

The case of Empey v. United States, 272 F. Supp.
851 (D. Colo. 1967), represented the first judicial
testing of section 301.7701-2 of the regulations and
was one of first impression. in its consideration of
the proper tax classification of a professfonal service
organization under the “Kintner” regulations as
amended by T.D. 6797 on February 2, 1965. The
court held that the classification of an incorporated
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organization as a partnership is inconsistent with the
statutory definitions of “partnership” and “corpora-
tion” as found in section 7701(a), and concluded
that the regulations are inconsistent with the statute
and the judicial construction thereof and that they
constitute the exercise of a non-delegable legislative
function and are invalid and unenforceable. To the
same effect is O°’Neill v. United States, 281 F. Supp.
359 (N.D. Ohio 1968). Empey and O’Neill are now
on appeal to the Tenth and Sixth Circuits,
respectively.

In Jefferson Standard Life Insurance Co. V.
United States, 272 F. Supp. 97 (M.D. N.C. 1967),
now on appeal to the Fourth Circuit, the district
court held that (1) in computing the taxable in-
vestment income of a life insurance company, de-
ferred and uncollected premiums and due and un-
paid premiums, including the “loading” related to
such premiums, are includible in “assests” as that
term is used in section 805(b) (4), and (2) in com-
puting gain or loss from operations under section
809, “loading” on deferred and uncollected premi-
ums is not deductible. This was the first decision in
which the position of the Government on these two
important life insurance industry issues was upheld.
It was rejected in Franklin Life Insurance Company
v. United States, — F. Supp. — (S.D. IIl. 1967),
which is now on appeal to the 7th Circuit. Jefferson
Standard and Franklin Life constitute the principal
vehicles for an ultimate determination of these two
extremely important issues under the Life Insurance
Company Tax Act of 1959.

A major development in the area concerning
educational expense deductions is portended by the
opinion of the Seventh Circuit in Furner v. Commis-
sioner, 393 F. 2d 292 (7th Cir. 1968). Therein, a
junior high school teacher was held by the Tax
Court not to be engaged in her profession (teaching)
when she resigned her position as a social studies
teacher (being unable to obtain a “leave of absence”
because of school policies), attended a graduate
school for a year (obtaining a Master’s degree),
thereafter resuming the teaching of social studies at
a junior high school in another State. Accordingly,
her claimed educational expenses for the period in
which she was a full-time student were disallowed.

The Appellate Court reversed and, in doing so, es-

tablished the test of deductibility to be the answer
to the question of whether the relationship of the
course of study to intended future performances as
a teacher is such that the expenses thereof can rea-
sonably be considered ordinary and necessary in car-
rying on the business of teaching. The Court not
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only factually distinguished Canter v. United States,
354 F. 2d 352 (Ct. Cls. 1965) but also specifically
disagreed with the rationale employed by the Court
of Claims where it held, at the Commissioner’s urg-
ing, that a person must be either engaged in re-
munerative activity or have a definite connection,
such as a leave of absence, with a position to be
treated as being engaged in that trade or business.
On the basis of the factual distinction and an in-
ability to indicate the present administrative impor-
tance of this decision, the Solicitor General declined
to file a petition for certiorari in the Supreme Court.
Administratively, it appears that this opinion could
have vast effect upon future educational expenses
claimed by teachers and possible others engaged in
professional endeavors.

In another case the Third Circuit, in reversing the
Tax Court, refused to impute fraud to a corporation,

.although sustaining the Tax Court’s finding that the

president and 50 percent stockholder of the corpora-
tion who signed and filed a fraudulent corporate
return dominated the corporation’s business affairs
and intended to avoid the payment of corporate in-
come taxes. Asphalt Industries v. Commissioner, 384
F. 2d 229 (3rd Cir. 1967). This case, though not in
direct conflict, nevertheless represents a conflict in
principle with the law of agency as decided in Glea-
son v. Seaboard Air Line Railway Co., 278 U.S. 349
(1929) and The Crescent Mfg. Co. v. Commis-
sioner, 181 F. 2d 185 (6th Cir. 1950). It specifically
rejects the imputation of a corporate officer’s fraud
to the corporation in those cases in which the cor-
porate officer is not a majority stockholder. It is ex-
pected that the Commissioner will further litigate in
similar cases. :

The Commissioner received a significant decision
regarding the imposition of the accumulated earn-
ings surtax in Estate of Goodall, et al v. Commis-
sioner, 391 F. 2d 775 (8th Cir. 1968), petition for
certiorari filed May 29, 1968, by taxpayer. Therein,
the Eighth Circuit held that, for purposes of com-
puting the surtax, the specific deduction for taxes
did not include the tax liability resulting from a con-
test of that liability by a taxpayer until the contest
was finally determined by litigation or agreed upon
by the taxpayer. This was held to be so because the
legislative purpose of the accumulated earnings tax
(similar to the personal holding company tax) dif-
fers from determination of the issues of whether a
distribution by a corporation constitutes a dividend
or return of capital, or in determining the capital in-
vestment credit for Federal excess profits tax pur-



poses and where, in both of the latter instances, the
deduction has been held allowable.

The United States Court of Appeals for the Sec-
ond Circuit handed down several opinions in cases
of first impression. In one such opinion, the Com-
missioner was successful in obtaining a reversal of
the Tax Court’s decision when it was held that a

subsidiary should carry over and retain a parent’s

original date of production and cost of liquor inven-
tories (maintained under the LIFO accounting pro-
visions) upon a transfer thereof by the parent to a
subsidiary pursuant to section 351, rather than
averaging the separate costs of such inventories held
by the parent as of the date of transfer and then
integrating both inventories. Joseph E. Seagram &
Sons, Inc. v. Commissioner, 394 F. 2d 738 (2nd Cir.
1968). In another opinion, the first appellate court
case concerning section 1244 stock, it was held by
the Second Circuit, reversing the Tax Court, that
an adopted corporate resolution stating that the
stock of the torporation would “be issued pursuant
to section 1244 was sufficient to entitle the tax-
payer to an ordinary loss deduction in the year said
stock became worthless. The Court noted that, at
the time the corporate resolution was adopted, the
Commissioner’s regulations (neither proposed nor
promulgated) had not been issued and it limited its
decision to the particular facts of the case. The sub-
sequently promulgated regulations [i.e., Reg. sec.
1.1244(c)-1(c)] require that a corporate plan
state the period in which the stock will be offered
(and that such offering will not exceed 2 years) and
also state the amount in dollars to be received for
the stock. Eger v. Commissioner, 393 F. 2d 243
(2nd Cir. 1968). Lastly, in a novel case, the Second
Circuit was the first appellate court to grant costs of
litigation (exclusive of attorney’s fees) to a taxpayer
in a civil tax case pursuant to 28 U.S.C.A. sec. 2412,
as amended by the Act of July 18, 1966, which
allows appellate courts (but not the Tax Court) to
grant such costs to the prevailing party. Lamb v.
Commissioner, 390 F. 2d 157 (2nd Cir. 1968).
The Commissioner successfully resisted a taxable
corporation’s attempt to deduct its equity interest
in certain bonds assigned to a tax-exempt organiza-
tion as a charitable deduction under section 170 of
the Code when the stock of the corporation was
owned entirely by that tax-exempt organization.
Said holding was based upon a comparison between
the “unfair competition” that had resulted in legis-
lation with regard to “feeder” organizations and
that existent in this case where a wholly-owned sub-
sidiary earned the income and then donated it to its

exempt parent rather than having the exempt par-
ent, itself, earn this unrelated business income,
Crosby Valve and Gage Co. v. Commissioner, 380F.
2d 146 (1st Cir. 1967). The Commisioner was also
successful in withstanding a taxpayer’s attempt to
extend the rationale of reserved ‘“‘economic interests”
in natural resources (where a seller reserves to him-
self a portion of the future income from the interest
sold to a purchaser) to the future sale of fire and
casualty insurance renewals by a purchaser. Hibler
v. Commissioner, 46 T.C. 663 (1966), aff’d per
curiam, 383 F.2d 989 (5th Cir. 1967), cert. denied
390 U.S. 949 (1968). '

The Commissioner won a significant victory in the
qualification of pension, profit-sharing, and stock
bonus plans area when the Second Circuit reversed
a decision of the Tax Court which had held, con-
trary to the Commissioner’s determination, that a
profit-sharing and retirement plan for its salaried
employees was not discriminatory in favor of “highly
paid” employees within the meaning of section
401(a)(3)(B) and (4) of the 1954 Code. The
Court held, in substance, agreeing with the conten-
tion of the Commissioner, that an administrative
determination holding a plan discriminatory should
not be set aside unless that determination represents
a position that is arbitrary or unreasonable. Commis-
sioner v. Pepsi-Cola Niagara Botiling Corp., 399
F. 2d 390 (2nd Cir. 1968), reversing 48 T.C. 75
(1967).

The Fifth Circuit, in Irwin v. Commissioner, 390
F. 2d 91 (5th Cir. 1968), has agreed with the Ninth
Circuit [United States v. Marshall, 357 F. 2d 294
(9th Cir. 1966)] in holding, for purposes of apply-
ing the installment sale provisions, that payments
made by the purchaser, during the year of sale, of
non-mortgage liabilities (due by the seller to a third
person and assumed by the purchaser) are not to be
included in the total payments received by the seller
in the year of sale. The inclusion thereof would, as
the Commissioner had contended, cause the pay-
ments received to exceed 30 percent of the selling
price and eliminate the gain from installment sale
treatment. It is of interest to note that, shortly after
the Fifth Circuit’s decision, the Tax Court, in a re-
viewed opinion (four dissents), vigorously re-
affirmed its position that such payments were part
of the payments received in the year of sale, expressly
declining to follow Irwin and M arshall, J. Carl
Horneff and Lulu Horneff, 50 T.C. 63 (No. 10),
(1968).

The Seventh Circuit has joined with the Second
Circuit [Sullivan v. Commissioner, 368 F. 2d 1007

ANNUAL REPORT / APPENDIX 91



(2nd Cir. 1966)] in rejecting the Commissioner’s
contention, which had been upheld by the Tax
Court, that a taxpayer is entitled to a deduction for
transporting his tools to and from work only if it
could be established that the taxpayer’s primary
purpose was to carry the tools and not merely to
commute to work. In T'yne v. Commissioner, 385 F.
-2d 40 (7th Cir. 1967), the Court held that, although
a taxpayer could not evade the rule disallowing the
deduction for commuting expenses by throwing a
hammer, wrench and a screwdriver into his auto-
mobile trunk when he drives to work, he can deduct
that portion of his reasonable driving expense which
is allocable to the transportation of tools when his
job requires that he bring tools which could not be
readily carried by the taxpayer. Further litigation
is probable in establishing the guidelines for a proper
allocation of such expenses.

In United States v. Branker, et al., 395 F. 2d
881, 68-1 USTC 9376 (2nd Cir. 1968), six appel-
lants, two of whom were former employees of the
Internal Revenue Service, were convicted of various
offenses arising out of fradulent schemes to avoid
payment of income taxes and to obtain tax refunds
to which the recipients were not entitled. The appel-
lants were tried together on 81 counts. Their prin-

cipal contention on appeal was that their motions.

for separate trials should have been granted after
the conspiracy count was dismissed at the close of
the Government’s case. The Court of Appeals held
that the two former Internal Revenue Service em-
ployees were not prejudiced by the joinder since they
had central roles in most of the schemes charged in
the indictments. The court reversed and remanded
with respect to. the other four defendants, holding
that they were prejudiced by the joinder since a huge
portion of the testimony did not relate to them but
to the manifold criminal activities of the two former
Service employees.

In a case involving the investigation of com-
mercial bribery in the legal liquor industry, it was
held that the director of the Service’s Alcohol and
Tobacco Tax Division was not given specific author-
ity to investigate violations of the Federal Alcohol
Administration Act, and therefor that investigatory
subponeas in aid of an investigation not authorized
by statute should not issue and would not be en-
forced. Serr v. Sullivan, 270 F. Supp. 544 (E.D. Pa.
1967), af’d. 390 F. 2d 619 (3rd Cir. 1968) ; Hiram
Walker Incorporated v. Serr, 377 F. Supp. 3 (E.D.
Pa. 1967). It was stated that the Act authorized the
issuance of subpoenas only in the course of adminis-
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trative proceedings to annul, deny or revoke an
FAA Act permit. 0

Criminal Cases

The most significant decisions in the alcohol and
firearms areas hinged on interpretations of several
recent Supreme Court cases. Most lower courts have
held that Katz v. United States, 389 U.S. 347
(1967) (which barred the use of evidence obtained
by electronic surveillance of a telephone booth used
by the defendant) does not govern the use of re-
corded or overheard conversations where a party to
the conversation has consented to the recording or
listening. Typical cases are Long. v. ‘United States,
387 F. 2d 377 (5th Cir. 1968) cert. den. 390 U.S.
952 (1968) and Handsford v. United States, 390
F. 2d 373 (5th Cir. 1968) cert. den. May 20, 1968
391 U.S.915. ’

Two courts of appeals have ruled otherwise, hold-
ing that Katz does bar the use of such evidence. The
Solicitor General has authorized the filing of peti-
tions for rehearing en banc in both cases on the
grounds that the Supreme Court has denied peti-
tions for certiorari in six cases presenting this issue
since its decision in Katz. United States v. W hite,
F.2d (7th Cir. 1968); Epps v. United
States, F. 2d —— (10th Cir. 1968). The pe-
tition in W hite has been granted.

In the cases of Camara v. Municipal Court, 387
U.S:523 (1967) and See v. Seattle, 387 U.S. 541
(1967), the Court held that a fire marshal could
not inspect a locked warehouse for fire hazards, and
a housing code inspector could not inspect 2 dwell-
ing in an apartment house, except upon proper con-
sent, unless a search warrant procedure is followed.
Defendants in several cases have urged these deci-
sions as a bar to the use of evidence obtained by
alcohol tax investigators during retail liquor dealer
inspections conducted without warrants. This de-
fense has been rejected in all cases thus far decided.
United States v. Duffy, 282 F. Supp. 777 (D.C.
S.D. NY 1968). Hess v. Alcohol and Tobacco Tax
Unit, unreported (D.C. N.D. NY 1968) ; United
States v. Sessions, unreported (D.C. N.D. Ga.
1968).

The recent decisions of the Supreme Court in
Marchetti v. United States, 390 U.S. 39 (1968);
Grosso v. United States; 390 U.S. 62 (1968);
Haynes v. United States, 390 U.S. 85 (1968) have,
as anticipated, created problems in criminal and for-
feiture proceedings under the National Firearms




Act, the wagering tax laws, and the laws relating to
liquor. These decisions held that a person could not
be convicted criminally for failure to register under
the wagering tax laws, failure to pay the wagering
excise tax, or failure to register a firearm since re-
quiring the information to be furnished would com-
pel the person to incriminate himself. Haynes has
required the dismissal of many cases where the de-
fendant was charged with possession of an unregis-
tered firearm. Typical is Drennon v. United States.
393 F. 2d 342 (8th Cir. 1968).

Haynes has also cast a cloud on other provisions
of the Act which relate to possession and the unlaw-
ful making or transfer of firearms. Della Rocca v.
United States, 388 F. 2d 525 -(2d Cir. 1968),
certiorari granted, judgment vacated, and case re-
manded April 29, 1968, 390 U.S. 745.

The district courts and two courts of appeal have
taken conflicting positions on the application of
Mearchetti and Grosso to wagering tax forfeitures.
The Seventh Circuit has held that forfeitures are
barred, United Statesv. $8,670.00, Donald Angelini,
Claimant, 393 F. 2d 499 (7th Cir. 1968) ; while the
Sixth Circuit has held that they are not, United
States v. One 1965 Buick, et al., 329 F. 2d 672 (6th
Cir. 1968). It is reasonably certain that the conflict
will be resolved by the Supreme Court.

Of great concern is the attempt to apply the
rationale of Marcheiti, Grosso, and Haynes to liquor
cases. Defendants charged with possession of an un-
registered still, distilling without having given bond,
possession of unstamped containers, etc., have
claimed that compliance with the statutory require-
ments of registration, giving bond, applying for
stamps, etc., would have incriminated them. District
courts, with one exception, have refused to accept
this contention, United States v. Allen, et al., un-
reported (D.C. 8.D. N.Y. March 5, 1968) ; United
States v. Benton, et al., unreported (D.C. N.D. Ga.
April 5, 1968) ; United States v. Miller, unreported
(D.C. N.D. Ga. April 5, 1968); United States v.
Anderson, unreported (D.C. N.D. Ga. April 5,
1968) ; United States v. Richardson, et al., United
States v. Beason et al., United States v. Davis, all
unreported (D.C. M.D. Ala., April 25, 1968),
United States v. McGee, 282 F. Supp. 550 (D.C.
M.D. Tenn. 1968), the exception being two cases
decided in the Eastern District of Tennessee in April
1968 United States v. Fine and United States v.
Lackey, not yet reported.

No cases involving this issue have been decided
by a court of appeal, but appeals from several con-

320-033 O - 69 - §

victions have been filed. A hopeful note was sounded
by the Supreme Court in denying certiorari in a
case where this issue was raised for the first time in
the petition. Cochran v. United States, 389 F. 2d
326 (10th Cir. 1968) cert. den. May 20, 1968, 391
U.S. 913. '

The Seventh and Eighth Circuits have now joined
the First, Fourth, Sixth, and Ninth Circuit Courts
of Appeal in holding that a special agent of the In-
ternal Revenue Service is not required to warn a tax-
payer of his right to counsel at the investigative stage
of an examination. Froham v. United States, 380
F. 2d 832 (8th Cir. 1967); Mansfield v. United
States, 381 F. 2d 961 (7th Cir. 1967).

At the close of the fiscal year, Fred B. Black, Jr.,
one-time business associate of former Senate Aide
Robert G. (Bobby) Baker, was in the process of
being retried for income tax violations. After his con-
viction in 1964, 353 F. 2d 885 (D.C. Cir. 1965) and
the denial of certiorari, 384 U.S. 927 (1965) the
Solicitor General filed 2 memorandum with the Su-
preme Court advising it that agents of the Federal
Bureau of Investigation, in a matter unrelated to
Black’s tax case, had conducted an electronic surveil-
lance of Black’s rooms in a Washington, D.C., hotel.
The Solicitor General stated that none of the evi-
dence presented to the Grand Jury or used at Black’s
trial was obtained, either directly or indirectly from
any improper source. The Supreme Court remanded
the case for a new trial, 385 U.S. 26 (1966). Upon
remand the defendant filed various motions includ-
ing a motion for discovery. Since all of the informa-
tion obtained directly or indirectly from the moni-
tored conversations was in the F.B.I. Headquarter’s
file, the Government was directed to make those files
available to the court for an in camera inspection.
United States v. Black, 282 ¥. Supp. 35, (U.S.D.
D.C. 1968), 68—1 USTC 9412.

STATISTICS OF INCOME
REPORTS PUBLISHED

Individual Income Tax Returns, 1965 (224
pp-; $2.00).

Individual Income Tax Returns, 1966, Pre-
liminary (26 pp., 20¢).

U.S. Business Tax Returns, 1964 (213 pp.,
$1.25). :

U.S. Business Tax Returns, 1965, Preliminary
(25 pp., 20¢).
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: . Total ]

w

Customs;

[ as

Distiled spirts taxes -

tic 3| Rectifi- | Decupa-
| cation8 | tional ®

b

s

Othef 19

an

" United States, fotal

-1.3,196, 911

765,108

281 | 12,630

944

North-Atlantic Region

: ‘?f!ffs. i)
iz Eelgware 5

- Aflanta_._ :

*.." Birmingham_ .2l - Al

" Columbia:. ..
.?reensb,(z'ro ;

A :Wortg ‘Dako

- (Wisconsin,
Nebrask:

e B
| 207,616

sits and deposifary feceipﬁ s

453,311
280
1,830

~ 96,081
5,371"

41,483

20,548
- 58,089

y

4,319~
7 7

23,728

s,

12,321 |
170,459

79,84

131,943

v -
b N RS

28

* .1
~ ~
B erven

25

i~
*
~.

[t 0%~ U E

deposii Lz
ubticating oil, and excess “FICA’| - e

Government of Guam,

ettt
s:of Fedgrgl employees

 See footnotes on p. 108,




Internal revenue regions, dlstncts

Beer taxes

States, and other areas ! 2 :
(States represented by single districts- mdlooted in: : : Sl
pnrentheses ‘totals for otherStates shown ‘at ) 6 pa- i Imported E ; Occupa:
table) (eolleuted by - tlc‘mal : : (collectedhy Domestic 8 tional
Customs) . {axes 11 Cu ms) : ) taxes 12
! 23) (e} (25)
United Shtu, total. il 00 5,964 953,606 3,492
728
79
65
3
218
131
c2
38
156
34
2
336
49
22
97
77
91
1
705
59
92
98
. (North Carolina 112
. (MJssrssrppl) .99
- (Florida)____ 131
. (Tennessee). 114
212
16
37
17
- .21
45
.
654
-~ Aberdeen:. 34
< /Chicago__ 28
Des Moines, b wrt Bakotn ; 1}2
argo.... .- (No akota)..
Milwaukee. - {Wisconsin)__ 128,892, 139
maha.. . o (Nebraska). .o . ..ooii b e B3 il oo i i et BB et o T 088 sl sl 7,055 i 29
- Stilauis. (Missouri).._. E 4 92,683 .99
gf,. l?aul_l.&- (gmm;,]selt)a)l - 27:; / i ] 5| 5] gg (ligg o 1%2
. 'Springfield .. ee.(b) below [ 1 e P
Soutgwng{incglon. _(..._;(_.) ...... 2 1,451 536 /149 649 220 12 023 | - 405
Albuguerque...: I3 A S RN " -1
ustin...._.. 36 161 l!)%
Cheyenne..____.______ (Wyoming)-2___ L
Dallas:_. 12,780 | o 40
Denver:. 43 4211 RN 3
Little Roc o
New.Orfean:
Oklahoma Cit)
Wichita. ..
Wesurn Region.
Anchorage__. ._‘(Alaska\ : :
i (Idaho). : |
(Montana) _______________ B
. Honolulu - (Ha
§See (a) below)
Arizona). .
Portland ............... (Oregon)_.____..__
fNevad ).

(See(a) below)
(Washington)
: crnatlonal Operat ons .....
. Puetto Rlco.._

Other.
llndlstnbuted' i
Federal tax deposrts and degosrtary receipts®._._. o
Gasoline, lubricating oil, and excess FICA-credits?
Transferred to Govemmem of Guam, il oo Ll

Withheld taxes of F 1-employees PR - Ll : -
Totals for.States not shawii a‘lm‘fze B
California ... ' ; ; AT 793 72,499 263
8’ Illilrlro:sljl.a_« 2 293 | - 39,203 53
§ New: York =19 3,049 2,700 583
yOhio....... “ 389 31| 26,384 53
e). Pennsylva PR | 136 58,864 174
(f) Texas 143

See footnotes on p, 108

100  ANNUAL REPORT




and exce:
rnment of Guam
ederal employees... .

: See footnotes on p. 108,




i and cher

accessories

@ o

z,ost,m* :

(Alabama)._.
South.Carolina).
North Carolina).

Ponlan&

o galt ?ake C|ty‘ %, 206 0 : N S oA ] v
S Enise0. oo | o3| TI0) M5 9,553 |
357 5%
posits-and deposntary recemts s S -
Gasolme, Iuhmatmg oil,-and excess:FICA. credm 7.
" “Transfe: sred to, Government of Guam..._. .
Wltbbﬂd taxes uf Federal employées -
R . fotz?ls«for;Statevsknotshik)ﬁm'/above; i S
” o a) Califoriiia Soriopg 570 e 17 f -2,865 | 15,431 | 1,555
-+ / = ~(b3 um'n:l;-. g 001 | - 268‘363 Coogmy o Lae e Phel %
258 | "33 20




1 Diesel and:
- special:motor
e fuels )

ey

S :,:fs“eéffuo otes on . 108,




- Unclassified
cise taxes

o






(over 215 cents

over 4-cents, not:o

over 6 cents, notover 8
g’si:ents', fiot over

9rsa -Papers 15 cent per 50; : : )
p@urﬁeﬂtsf‘o’thér’,i strumenits, and playing cards, tot e L 68,26 a8, 721




Ly 2t .
téms, 514 cents p




All other
taxes . .

337,392
14300564
18217682
746 ,1 274,048
1,733, 655 )

11 | 2,202,108

2 280 969

2, 214 951
2239 719

735,129 »,2 004 394
802-| 1,963; 582

| 2,264, 817

308 }.2,278.536°

,543:| 2,299,645 -

': “‘2 453,406

869 |
3471 2,479.809
2 196 909

’No'm* Calendar yearﬁg res

ther areas, for select proved Aug. 1, 1950

ted to $7 114, 091 64

the perlod in
the Federal tax
ments: ‘are’ not’
tax subclasses
the depositary
til the Federal
2 llablhty in

ax deposit payment is applied.

: the internal revenue offices. ng

trlbuted Federal, ax’ deposxts ~and’ ‘dcpos1tary Te-

f Federal tax deposxt forms
i ;the taxpayer’s llablllty

t cted on Puerto
I roducts transported to the Umtcd States -or-con-
he island (less refunds, drawbacks; and-expenses)-
‘covered irnito the Treasury of Puerto Rico under provi-
ons of ‘secs. 7652(a)(3): and 5314(a)(4) “of the Internal
2 Revenue Code of 1954, The gross amounts are included in
4 Self-employment tax‘ and taxes imposed overall collections results: (tables" through 4), beglnnmg
Insur ince Contributions Act are appli 1 ect to. - with 1955 and are shown separately in table 7.

: L ! ¢ Includes occupational tak ‘on”manufacturers of stllls,
rectifiers, wholesale Ligpior: dealers; retail: dealers in liguor
Lor medlcmal spmts and nonbeverage manufacturers of

y ity

ncludes seizures; penaltles, etcA, and tax on stills” or
e nsers manufactured .






by 2

100,540

90,046

:2,264,437
254

surdnce Trust Funds
967;.a0d From the

] iverable checks deposited
its-allowableon income.tax ret
,(FICA);' 8 i




s, districts, State

sented by single districts
therStates sho
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J797, 1784
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A9L, 781
3] 631606
3.{ 73,243,309
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- Table

v ous refunds

' Statlis.

Pending July 1:
cg y 509 | -:3,099

150 199, 506: | 233,06 taxclaims and other right
Bel roeal e g t ol ivership " pro-.

~insolvent ‘banks, assignmients:
estates of decedents, which in-

45880l - siliisiiens
Amount in‘dispute.
e o o phousand: dob
Received during year: =~ == ¥
ases:. .. liili oLl

- Amount in-dispute . e A R s B
; thousand dollars_:}' '96,303 | ' 21,129 74,9791 -
Disposed of during year: R s
€288, ni o rmooe sz nUmbers |- 1,804 ) . 178
Amountindispute’ - - . : s
' thousand dolia 43,904 | -5l
Refunded during year: ..o e :
Amount.___... thousand dollars: k27,610 27,141
16289 53,531
470- | 3,245

176,731 | 257,343

"-Percent of amount disposed of:

1 The number of cases disposed: of does ot agree with-the number of cases in
which decisions were rendered by these courts during the year, due to settlement
by stipulation; dismissals, and time required for retrial, recomputation of tax, etc,
In the Court of Claims, the number-of decisions was 76,; of which: 48 were for the .

Government,-19 against theGovernment; and 3 partly for and: partly agains

Government. In the district courts;-516 decisions were rendered, of which 30t wer

for the Government,-150 against the Government, and-65 partly for-and partly

ega‘Ts;fh; government. For decisions by the courts'of appeals and Supreme Court,
. see table 20 e B S

Table 20.-—0#iée of Chref Ctsunsel—-—Decis‘iorvls‘, of
courts of ‘appeals and Supreme Court in civil tax -

cases ; i eclostire by m s or other secured
o i to-which:the United States is made-a party.
- e for discharge of Fmperty\f‘rom',taxliens
Bt o ; anduims. on collection-litigation matters from regio
“Against ] rectors: which: are ot related to.court proceedingsc  Cas
e Forthe |~ the udes cases in Federal and State appellate:courts relatin
- Total | Govern- | Govern- dings, lien cases in court; and collection;: summon:
Cotrt R “ment .} ment e - . Lo

; 27 174 spf il iy
By courts of appeals; total. 23 170 GE B ‘Pfhl'digg‘ Reseipts | Disposals |
Originally tried in—. "~ "' ] B Wik -
Tax Court.. . o biies : 4 0L wltg o e | e
: District courts. - 9 { 17 ; . e e &5
By Supreme Court, total. ok T ) ; D BN PR o O 3,000 | ‘26,179 125,95"

14602 4606

39:F 1188 1,146 |
3506 3,460 |

e 1,654

- Originally tried in—"..: = |

: Tax Court ;- :l.i. ]
District courts: g

Court of Claims,

Table 21.—Office of Chief Counsel—Receipt and dis- :
posal of collection, injunction, summons, and- dis- i 113%2
closure cases - .o , Lo : el

1,128 1,331

“Status ; : ‘Number of caksés Naii’o‘nalzbﬁice;’ 23" “ar)
, L i 4 Field 225w Lios | 128 f
Pending July L. __. ©1,656° . Interpretative Division 70t aer]
Received._~_. : A 2,306 7 ) : S e e e
Disposed of__- 2,271 Lmz2f 1,304 3,74
Pending June 30... 1,691 - & T e Sl
e T : oo ] 6187 08

o390 o]

Note.This table includes “cases Handiéd at national and regional:levels which 91 , i3
6,302 594 f

are under consideration for stit or are‘in:suit in Federal and State courts, 1t:does
not include-cases relating to-aleohol; tobacco,-and firearms taxes; nor fo.insolvency.
and ‘debtor. proceedings: (table 22), nor to-appeal and: other cases which are in-

cluded in‘table 23; ~7 "/ e e ) U :
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"' Western: Reg,
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. Salariés and expenses:.
- Totall . e
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Internal audit

***Reventie accounting and processing:
" Total ...

- Data processing operati
Statistical-reporting.,
District:-mangal dper:

- Taxpayer confere
- Technical rulings a
Legal services.
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INDEX

A

Acts:
Excise Tax Reduction—1965, 11
. Federal Alcohol Admmxstratxon, 38
Federal Firearms, 36
Federal Tort Claims, 41
Foreign Investors Tax—1966, 47
Interest Equalization; 12, 23
Military Personnel and Civilian
Employee’s Claims, 41
National Firearms, 35, 43
Omnibus -Crime Control and Safe
Streets—1968, 35, 42, 43
Revenue—1962, 47 :
Revenue and Expenditure Control—
1968, 11, 42
Social Security Amendments, 42
State Firearms Control Assistance
Act—1967, 35
Tax Ad]ustment—~1966 11°
ADP processing, 15
"~ OIO study, 48
ADP system, design, 51
Advisory group, 70
Alcohol and tobacco tax:
Advertising, 38
Chemical analysis and research, 39
Council of Europe, 46-
Court decisions, 92
. Enforcement activity, 34
Establishments:
Inspection of, 38
Qualified, 38, 112
Industry circulars, 8
Label activity, 38
Offers in compromiise, 38
Operation Dry-up, 34
Other, 37
Prosecution, 34, 35
Publications, 83
Regulations; 9
Seizures and arrests, 36
Supervision on-premises,. 38
Statistics on, 11, 13, 36, 99, 101,
105, 106, 108, 112 -
Appeals:
Appellate division, 24
Chart on, 25
. Processing of, 24
Statistics on, 26, 118
Appendix, 82
Assessments, additional (See Taxes)
Assistance:
Foreign tax, 44
Legislative, 42
Overseas; 45
‘Taxpayers, 5 )
Audit exempt organizations, 22

Automatic data processing, 15
Audit selections, 20
Direct data entry, .16
Direct filing, 16
Federal-State tape exchange, 33
Form letter-improvement, 16
Information documents, 16
Magnetic tape, use of, 16
Mathematical veriﬁcatiori, 17,
Refunds, 17
Undeliverable refund checks, 17
Underpaid liability, 17
Validation of Social Security num-

bers, 18

Bulletin, Internal Revenue, 6
Business master file, 16

c

Career programs, 61
Chart:
Organization, 72
Chief Counsel, Office of: ;
Analysis of cases flowing through, 32
Cases involving criminal prosecution,
31
Disposal of cases-by, 41, 119, 120
Civil litigation, 40
Claims (See specific 1tem)
Collection litigation legal services, 41
Collections: :
Alcohol taxes, 11, 99, 105, 106, 108,
112, 113
Corporation income taxes, 11, 98
105, 106, 108
Disability and old-age insurance,
11, 98,105, 106
Employment taxes, 11, 98, 105, 106
Estate and gift taxes, 11 99, 105,
106
Estimated tax, 31
Excise taxes, 11, 99, 105, 107
Individual-income taxes, 11, 98,
105, 106, 108
Interest equalization, 23
Qld-age and disability insurance;
11, 98, 105, 106
Other, 11, 104, 105, 107
Railroad retirement, 11, 98, 105, 106
Stamp taxes; 101
Statistics on, 11, 98, 105 106, 108
Tobacco taxes, 11 101, 105, 106, 108
Uncmployment-insurance, 11, 98,
105, 106 ‘
Wlthholdmg taxes, 11, 98 103, 106
Commissioner:
Contest of suits, 84
Commissioners of Internal Revenue, 79
Competent authority activity, 48

Compromise; offers in, 28
Computer tax exchanges, 33
Conference:

Procedures, 2

Tax administration; 46
Cooperation; Federal-tax, 33
Computer center, 15
Conventions; tax. (See tax convcntlons)
Coordination : ‘and  cooperation. with

‘bureaus and agencies, 70
Corporation income taxes:

Additional assessments, 31

Claims for refunds, 23 .

Collections, .11, 98, 105 106, 108

Refunds, 13, 110 .

Returns:”

Examined, 20
Filed, 13, 111

Statistics on, 11, 31, 98, 105 106, .108
Court(s):

Circuit courts of appeals, 89

Of Claims, 41;.90

Supreme, of the United States, 84

The Tax, of the United States, 41

U.S. District, 41
Criminal prosecution :

Analysis. of cases, 31 .

Cases, disposal of, 31, 86, 92

Results of, 31

Supreme Court decision in, 86.
Current research program, 51

D

Delinquent accounts:
Disposals, 28
Other, 27
Statistics on, 28

Delinguent " returns and delmquency

investigations, 26

Additional tax from, 31

_ Analysis of, 26
Statistics on, 31
Unemployment taxes, 27

Determination letters:
Employee benefit plans, 8
Exempt organizations, 8
Pension trust plans, 8
Self-employed persons benefit plans,
Statistics-on, 8

Direct data entry, 16, 51

Direct filing, 16 :

Disability insurance taxes..
Collections, 11, 98; 105, 106
Refunds, 13

Disallowed, claims, 31

Disciplinary actions, 70"

Disclosures, 33

Documents, 16, 84
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E

Employment benefit plans; determina-
tion letters on, 8
Employment taxes:
Additional assessments resulting from
examinations, 31
Claims for refunds, 22, 110
Collections, 11, 98, 105, 106
Refunds of, 13, 110
Returns:
Examined, 20
Filed, 13, 111
Enforcement activities:
Additional tax from, 31
Alcohol and tobacco tax enforce-
ment, 34
Appeals, 24
Claims disallowed, 31
- Delinquent accounts, 27
Delinquent returns, 26
Examination program, 20
Firearms program, 35
Interest equalization, 12, 23
Mathematical verification, 19
Offers in compromise, 28
Tax fraud investigations, 29
Workflow in Service and the courts,
32
Estate tax:
Additional assessments, 31
Claims for refunds, 22
Collections, 11, 99, 105, 106
Refunds of, 13
Returns:
Examined, 20
Filed, 13
Estimated ‘tax, declarations of:
Corporation, 13
Individual, 13
Examination, additional assessments
from, 31
Examination program:
Claims for refund, 23
Classification and selection of re-
turns, 20 .
Overassessments of tax, 21
Returns examined, number of, 20
Tax recommended, additional, 31
Excise taxes:
Additional assessments, 31
Collections, 11, 99, 105, 107
Refunds of, 13, 110
Returns filed, 13, 111
Exempt organizations:
Determination letters on, 8
Master file, 9

F

Facilities management:
Furniture and equipment, 65
Printing, statistics on, 123
Records and paperwork, 66
Safety mission, 66
Service centers, transfers to, 67
Space, 64
Stationery, 65
Statistics on, 66, 123
Telecommunications, 67

Federal firearms regulations, 35

Federal-State cooperation, 33

Federal-State tape exchange, 33
File: )
Business master file, 15
Direct filing, 16
Exempt master file, 9
Individual master file, 15
Federal tax deposit system, 15
Financial management, 56
Firearms program, 35
Crime control, 35
Fiscal management:
Cost of operations, 56
Statistics on, 56, 121, 122
Foreign investors, 48 )
Foreign tax assistance program, 44
Foreign tax officials, assistance to, 45
Forms: ‘
Cost of printing, 123
Eliminated.:
1040B, 84
1040-Q, 84
1040NB, 84
1040NB-a, 84
2848-A, 84
3625, 84
3626, 84
New:
1040X, 84
1040-ES (Spanish), 84
1040NR, 84
1099M, 84
1120-ES (Amended), 84
1120-W, 84 :
2848-D, 84
4322, 84
4322-A, 84
4347, 84
4361, 84
4415, 84
Forms and form letters, 6, 66
Improvement, 6
Fraud investigations, tax, 29

G

Gasoline taxes:
Collections, 102, 105, 107
Refunds, 13

Gift taxes:
Additional assessments, 31
Claims for refunds, 22
Collections, 11, 99, 105, 106
Refunds of, 13, 110
Returns filed, 13, 111

H

Honors, 60
House rulings, 43

Identity file, National, 31
Incentive awards program, 55
Income tax(es): ‘
Additional, from enforcement, 31
All returns, 11, 98, 105, 106
Corporation, 11, 98, 105, 106, 108
Individual, 11, 98, 105, 106, 108
Processing of protested cases{ 24
Indictments, 30 :
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. Individual income taxes:
Additional assessments, 31
Appellate Division, processing of, 24
Claims for refunds, 22
Collections, 11, 99, 105, 106
Mathematical verification of, 19
Refunds of, 13
Returns:
Classification and examination of,
20
Filed, 13
Individual master file, 15
Information documents, 16
Magnetic tape, 16
Informing and assisting taxpayers, 3
Inspection activities:
Internal audit, 67
Internal security, 68
Investigations, 69
Statistics on, 70
IntelligenceDivision :
Statistics on, 29, 30
Tax fraud investigations, 29
Inter-American Center of Tax Admin-
istrators, 44
International tax training, 45
Interest allowed on refunds, 13
Interest equalization tax, 12, 23
International operations:
Activities of, 44
Alcohol and tobacco tax activities, 46
Double taxation, relief, 48
Foreign posts of, 46
Withheld taxes, 49
Investigations:
Delinquency, 26
Disciplinary actions, 70
Personnel, 57
Prosecutions recommended, 29
Statistics on, 29
Tax fraud, 29
Wagering and coin-operated gaming
devices, 30
Interpretative activities, 43

J

Joint Committee on Internal Revenue
Taxation, 22

L

Laboratories:
Testing, 36
Legal activities, 41
Legislative activities, 41
Legislation:
Firearms, 43
Pending, 43
Public Laws, 42
Litigation, appeals and. civil, results of,
40 '

Long-range planning (See- Pianning-
Programming-Budgeting System)

Magnetic tape, 16

Management activities, 55 )

Map of internal revenue regions and
districts, 73

Master file system, 15, 16



Mathematical verification:
Additional tax from, 31
Statistics on;: 20 -7

Models, tax, 53

N
National computer center, 16
National identity file, 31

o .

Obligations incurred, Internal Revenue
Service, 56, 121, 122
Occupational taxes:
Collections, 100
Number of stamps issued by class of
tax, 114
Returns filed, 13
Offers in compromise, 29
Officers, principal, Internal Revenue
Service, 75
Old-age insurance taxes:
Collections, 11, 98, 105, 106
Refunds of, 13
Operation Dry-Up, 34
Organization—principal officers, 75
Organized crime drive, 34
Other collections, 11, 104, 105, 107
Opverassessments, 21
Overassessments reported to Joint
Committee, 22 .

P

Pension trust plans, 8
Personnel:
Disadvantaged youths, 60
Equal employment program, 60
Handicapped, use of, 60
Investigations, 70
Minority hiring, 59
MUST, 59
Recruitment, 58, 62
Special emphasis programs, 60
Statistics on, 59
Piggy-back mailing label, 18
Planning-Programming-Budgeting
System, 52
Planning activities, 50
Principal officers of Internal Revenue
Service, 75
Programs:
Career, 61
Equal employment opportunity, 60
Foreign tax assistance, 44
Identify U.S. taxpayers, 47
Incentive awards, 55
Reduction, cost, 55
Research, 50
Tax return forms,; 6
Taxpayer assistance, 5
Taxpayer compliance measurement, 51
Taxpayer inquiry sampling, 5
Taxpayer publications, 82
Teching taxes, 82
‘Wage and information document
matching, 16
Work study, 59
Preventative health care, 63
Prosecutions, 68
Protested cases, statistics on, 24-26

Public information Program, 3
Audit issues, 4
Films, radio, and tclev1s10n, 4
News releases, 4
Other, 4
Service centers, 4
Public reading rooms, 74
Publications, taxpayer:
A Guide to Federal Estate and Gift
Taxation, 82
Employee Education Expenses, .83
Employer’s Tax Guide, 83
Farmer’s Tax Guide, 82
Federal Tax Guide for Survivors
Executors, and Administrators, 83
Tobacco Tax Guide, 83
Free taxpayer information docu-
ments, 83
Miscellaneous publications and doc-
uments, 82-84
Moving Expenses—Tax Information
for Employees and Employers, 83
Social Security for Clergymen, 83
Tax Guide for Small Business, 82
Tax Guide for U.S. Citizens Abroad, 82
Tax . Information for Students -and
Parents, 83
Teachers Guide, 82
Teaching Taxes, 82
Understanding Taxes, 82
Valuation of Donated Property, 83

Withholding Tax on Nonresident

Aliens and Foreign Corporations, 83
Your Federal Income Tax, 82
Puerto Rico, 112

Railroad retirement taxes:
Collections, 11, 98, 105, 106
Refunds of, 13
Returns filed, 13

Reading rooms, public, 74

Receipt and processing of returns, 13

Receipts (See Collections)

Recruitment, 58, 62

Refunds:

Claims for, 22

Duplicate, 17

Excessive prepayments; 13
Statistics on, 13, 22
Undeliverable, 17

Regulations:

Alcohol and tobacco taxes, 9

_ Hearings on, 43
Other, 9

Releases, news, 4

Requests:

Technical advice, 8
Revenue rulings, analysis of, 7

Research program, 50

Returns filed:

Classification and selection of, 13
Direct filing, 16

Examination of, 20

Increase in, 13

Number examined, 20
Preaddressed, 18

Processed in service centers, 16
Projection, 50
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Returns filed—Continued
Statistics on, 13, 111
Verification, 20

Revenue rulings and procedures
Analysis of, 7
Published, 7

S

Savings record, 55
Self-employed  persons benefit plans,
determination letters on, 8
Seminar, Inter-American, 44
Service centers, 15
Service to taxpayers, 5
Social Security numbers validation, 18
Space, 64
Stamp taxes, statistics of, 101, 114
Statistical reporting, 52
Statistics, highlights, 2
Statistics of income releases, 93
Supervision of the alcohol and tobacco
industries, 37
Supreme Court decisions:
Civil cases, 84
Criminal cases, 86
Other court actions, 87
Systems development, 51

T

Tape, computer, 33

Tax conventions, 46

Tax Court, The (See also Appeals)
Disposals of cases, 32, 119

Tax laws, evaluated, 42

Tax frauds, 29

‘Tax models, 53

Tax(es)
Additional:
From delinquent returns secured, 31
From enforcement, 31
From examination, 31
From mathematical verification, 31
From national identity file, 31
Alcobol, 11,99, 105, 106, 108, 112, 113
Corporation income, 11, 98, 105, 106,
108
Disability insurance, 11, 98, 105, 106
Employment; 11, 98, 105, 106
Estate, 11,99, 105, 106
Excise, 11, 99, 105, 107
Gasoline and motor fuels, 102, 105, 107
Gift, 11, 99, 105, 106
Individual income, 11, 98, 105, 106,
108
Interest equalization, 23
Old-age insurance, 11, 98, 105, 106
Other, 11, 104, 105, 107
Railroad retirement, 11, 98, 105, 106
Stamp, 101
Tobacco, 11, 101, 105, 106, 108
Unemployment, 11, 98, 105, 106
Withholding, 11, 98, 105, 106
Taxpayer assistance program, 5
Itinerant service, 5
Other, 5
Taxpayer compliance measurement pro-
gram, 51
Taxpayer inquiry sampling program, 5
Taxpayer publications (See Publica-
tions)
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